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Abstract

This thesis expands on the literature in the umesearched field of airline risk
management by exploring organisational structured gractices of airline risk

management systems and their technical and instialt drivers. In particular, it

focuses on the phenomenon of Enterprise Risk Manage(ERM) and its alignment to
the requirements of airline business contexts. thikeretical framework informing this

study combines structural contingency theory witlo strands of institutional theory,
namely old institutional economics and new insibdl sociology. In this thesis, the
phenomenon of risk management is investigatedtin & an organisational practice
through a two-stage empirical study. Firstly, apleratory field study was undertaken
in a panel of ten international airlines. Seconthg, field study was complemented with
findings from two explanatory case studies.

This study explains how in developing risk manageinsystems airlines balance the
sometimes conflicting technical and institutionahthnds of their respective task and
institutional environments. The adoption and impdetation of ERM in airlines are
found to be driven primarily by coercive and norivatpressures, and expectations of
improved organisational effectiveness and efficgerichis study additionally improves
general understanding of the nature of ERM andcdspling and fluidity in the
organisational settings of airlines. It lends euicks for systematic variations in roles,
uses, and organisational design choices of ERMesst It shows the interdependent
nature of airlines’ ERM systems and other managénsgstems. The study also
demonstrates that the adoption of ERM in airlinesred development of new
institutions, rules, and routines for comprehensnanagement of risks. Consistent with
the tenets of contingency theory, this study cosvieagk of a universally appropriate
design of an airline ERM system.

The main contribution of this thesis is to asseskna risk management systems,
identify core drivers of effective risk managemendctice, and provide a framework
with the aim of guiding airlines in the developmehenterprise-wide risk management
approaches aligned with the requirements of thestitutional and technical contexts.

Furthermore, this research overcomes the limitatiohprevious, mostly quantitative

studies of ERM coupling and dynamics in organisejas it explores and explains the
structures, practices, and rationales of airlirs&k management systems within wider
organisational contexts through the use of qualganethodologies.
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Chapter 1

I ntroduction

1.1 Background

This thesis explores organisational structures @madtices of airline risk management
systems and their technical and institutional devéirline risk management systems
are investigated within task (or technical) andtiinBonal environments which, as
conveyed respectively by contingency and instindlotheories, exert technical and
institutional demands on organisations. Under thbseretical perspectives technical
pressures are concerned with enhancing efficiemdyedfectiveness of organisational
performance (Scott, 2002; Gupta, 1994), and irtgiital pressures are concerned with
gaining social legitimacy (Meyer and Rowan, 19718&ggio and Powell, 1983). The
theoretical perspectives informing this study aseussed in more detail in Chapter 3.
In this theoretical context, this study particwafocuses on the phenomenon of
Enterprise Risk Management (ERM) in airlines, ekmd as follows in section 1.3 of
this chapter, and its alignment to the requiremenhtgirline business contexts. For the
purpose of this study the researcher defines ERMamtinuous process of identifying,
analysing, and managing exposures across differgainisational units and functional
areas in airlines, aimed at assuring the achievemienrganisational objectives and

therefore preserving and creating value througbcéiffe management of risks.

Interest in corporate governance, particularly withhe domain of risk management has
continued to grow in recent years (Hoyt and Lielsegb2011; Gephart et al., 2009;
Power, 2007). Risk management moved up the agesfdasss-industry regulators,
rating agencies, practitioners, and scholars (L2006; Paape and Spakle 2012; Woods,
2009). Although risk has always formed an integrait of business reality, the wide-
spreading concern for risk management has beemthecgimulated by the growing
complexity and volatility of the global environmemhaking organisations susceptible
to an increasing number of risks affecting theiergpions (Wharton and Skinner, 2007).
Over time, a paradigm shift occurred in the periogpdf risk management (Gordon et
al., 2009). The traditional, silo-based approachmi@naging risks evolved towards a
more holistic perspective, denominated Enterprisgk Rlanagement (ERM), which

links risk management with organisational objeaiy@ower, 2009), and which is now
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advocated by regulatory and normative bodies ascammmended mode of corporate

governance (Spira and Page, 2003; Power, 2004).

Multiple principles, frameworks, and standards egadr to assist organisations in
developing enterprise-wide risk management appescdiat conceptualised ERM in
both regulatory and normative terms and have becovitely followed across
industries (Soin and Collier, 2013). Yet, scholargued there may be a considerable
value in adapting the “universal” and “hierarchicagk management guidelines (Arena
et al., 2010, p. 661) to match particular circumsés of organisations (e.g. Kaplan and
Mikes, 2014; Woods, 2009, 2011; Power, 2007; PampeSpakle, 2012; Barton et al.,
2002). Despite the “near theological belief in entise risk management” (Power,
2009, p. 849) widespread among risk managemenegsioinals, critical arguments
have been voiced in academia arguing that regylatod normative frameworks should
be a starting point for risk management, which Beé¢d remain sensitive to

organisational contexts (Woods, 2011).

Managing risk is considered a fundamental concertheé complex, hazardous, and
dynamic environment of the airline industry (Adland Gellman, 2012). Airline
operations are encapsulated within a labyrinth @bra and norms, which exempt
airlines from freedom to operate in the same wawtasr global businesses, making
them additionally susceptible to a myriad of rigietated to other parties they are
strongly dependent on (Otero, 2006; IATA, 2011)aAdrom internally driven risks, a
substantial part of airlines’ challenges is embeéditlethe social, political, and macro-
economic context with interdependent contextuaiades (Tjorhom, 2010); in this
complex system interlinking a network of human epars, technological systems, and
policies and procedures, risks are interconnecidetjgsov and Janic, 2008). The
operational complexities inherent in the airlinesibess, and the highly volatile
competitive environment of the industry, exposdirees to a number of significant
risks; nowadays the challenges related to poorsimgstructure, misguided regulations,
and inconsistent strategy choices of airlines amesiclered the major determinants of
poor airline profitability (IATA, 2013). Althoughidines create great value for other
businesses along the air transport value chairsigtently poor profitability has been

created for investors in airlines; over the lasiyd@rs the airline industry, in comparison
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with a wide array of other industries, registereths of the lowest returns on invested
capital (IATA, 2013; Wojahn, 2012).

The specificity of airline business promulgates tieed to embrace enterprise-wide
approaches to managing risks from different dimamsiof airline operating contexts
(Belobaba, 2009). However, airline risk managemaoproaches have traditionally
been rooted in compliance with multiple industrgufations, or else segregated into
various functional silos, often focusing on managetrof a limited scope of risks. It
should be noted, however, that neither the reguiatbased compliance approach nor
the silo-based functional approach have allowedines to generate returns for
investors that are even close to being comparabtbédse of other service industries
(IATA, 2013), while airlines rarely achieved susiad profitability over the last decade.

Research centred in the phenomenon of risk managemequires previous
establishment of understanding of the term “rigk’variety of definitions exist for this
term, while the most commonly found interpretatioims popular and academic
discourses are possibility of loss or injury, poi@nfor having a negative impact, and
likelihood of an undesirable event (Hampton, 20@3hough the risk concept has been
frequently associated with negative connotationgsjes organisations shifted towards a
more positive view recognising the two-fold natwe risk, considering both the
downside and upside factors associated with rigfleBtion of the upside of risk is an
essential part of a strategic risk mind-set (Slykgt 2008); hence, risk management
practice should not be aimed solely at eliminatitsf(s and, as a result, the reward
opportunities associated with them, but ratheraarcing risk portfolios for optimal
risk and reward ratios (Frigo, 2008). The two-feidw of risk is adopted by the issuers
of the landmark guidelines for ERM. Standards Aalgtrand Standards New Zealand
(2004) define risk as “a possibility of somethingppening that impacts on the
objectives; it is the chance to either make a gaia loss”; ISO 31000 (2009) regards
risk as the“effect of uncertainty on objectives”; similarly, SO (2004) proclaims
managing both events with possible negative andiyp®smpacts, where events with
negative impact represent risks potentially premgntvalue creation or eroding the
existing value, and events with positive impactrespnt opportunities positively
affecting the achievement of objectives and supmprthe creation of value or its

preservation. Following this logic, this researdm&ders risk in terms of events which
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may affect accomplishment of organisational stiategither in a positive or a negative
way; similarly, the rationale for risk managemeieslin enhancing the likelihood of
positive consequences and reducing the likelihdagegative consequences of events,
both determined in relation to the objectives afamisational strategies.

1.2 ERM concept

Numerous ERM guidelines have been developed to; dateoverview of the most
prominent and frequently applied in practice fraragig, COSO's ERM Integrated
Framework (2004), the Australia/New Zealand 43604&8tandard (2004) or AS/NZS
ISO 31000-2009 (2009), and I1SO 31000 (2009), ivigex in the following chapter
(Chapter 2, section 2.4). COSO’s (2004) definitioh ERM is one of the most
commonly cited in literature: “Enterprise risk mgeanent is a process, effected by an
entity’s board of directors, management and otleesgnnel, applied in strategy setting
and across the enterprise, designed to identifgria events that may affect the entity,
and manage risk to be within its risk appetiteprtovide reasonable assurance regarding
the achievement of entity objectives”.

COSO'’s definition of ERM suggests a continuous reaif risk management, which
should be regarded as a process rather than ainb@esbhanagement initiative in

organisations. Organisational risk portfolios afeeaed by dynamically fluctuating

market cycles, and so risk management should bfrperd continuously, as an

ongoing process designed to be aligned concurrevitty changing market conditions
and organisational strategies (Althonayan et a011? Ad hoc risk management
initiatives may create temporary advantages by fpatly smoothing income streams;
yet, markets may take sceptical views of such depes from the pattern, which may
trigger uncertainty and consequently adverse reagtin the market (Chatterjee et al.,
2003). Through the embracement of ERM as an int@gra of organisational strategies
and creating a continuous pattern of risk managémamganisations may reduce

uncertainty and generate positive responses frermidrket (Barton et al., 2002).

The need for an implication of key decision makarthe risk management function is
highlighted in COSO’s definition of ERM. It is arsgecially valid note, given that

many of the failures of previous risk managemerngragches were attributable to a
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marginal importance given by organisations’ top agement to risk management
(Beasley and Frigo, 2010). Certain elements of nselnagement, such as objectives
setting, risk assessment, defining risk resporea$,communication and monitoring an
organisation’s overall risk position, are subsaliie the board (Carey and Turnbull,
2001). However, in order to make informed decisidim@ards need to thoroughly
understand the risk profiles of their organisatiand how the risks can affect strategies
at both business and corporate levels (KPMG, 2(RM should thus be embedded in
all organisational structures, forming an integratt of management oversight (Branson
et al., 2008). COSO (2004) alludes to a risk celjpermeating the entire organisation,
with everyone in an organisation being risk award #sk intelligent, alertly looking
for opportunities and threats that could influeribe organisation’s performance
(Branson et al., 2008).

As stipulated by COSO (2004), the hallmark of ER&&lin linking risk management
closely to the objectives of organisational stregegPower, 2009); such alignment
steers the risk management initiatives and the dtation and execution of
organisational strategies in the same directionrganisational risk appetites (Francis
and Richards, 2007). In the execution of this atignt, risks are identified by taking
into consideration the organisational objectived amnaged consistently within pre-
established, organisation-specific risk toleraneeels (Buehler et al., 2008). ERM
aspires not only to preserve but also to createeval organisations, and thus risk is
considered both in terms of the downside and tlsdepof events potentially affecting
organisational strategies (Wang and Faber, 2006)leJthe ERM approach not only
should a broad palette of enterprise risks be takém consideration, but also the
interplay and confluences among the various typassks; such entity-level portfolio
view of risks facilitates identification of potealiinterdependencies between risks
which tend to be ignored in traditional risk managat models and coordination of risk
management efforts across various departments @aytiebenberg, 2011).

The above discussed attributes of ERM are beli¢wagenerate numerous benefits for
organisations. Increased risk awareness shoulditdéei decision making at both

strategic and operational levels, and consequemdhg objective allocation of resources
leading to improved efficiency and return on equitgcreased earnings and stock price

volatility should reduce the costs of external tap(Hoyt and Liebenberg, 2011;
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Meulbroek, 2002; Miccolis and Shah, 2000; Beasktyal., 2008; Lawrence et al.,
2009; Nocco and Stulz, 2006; Barton et al., 200@nL.2001; Cumming and Hirtle,
2001; Buehler, 2008). Apart from the arguments ofeehnical nature, related to
enhancing organisational efficiency and effectiengScott, 2002; Gupta, 1994),
scholars also argued the benefits of gaining eatelegitimacy through improved
communication of organisations’ risk profiles an@nslling commitment to risk
management (Meulbroek, 2002). Making organisationsk management efforts
transparent to external stakeholders is considanetent, yet increasingly widespread
pressure (Bhimani, 2009). Power (2007, p. 180) arpl: “Risk management is no
longer a private matter for experts, but is inciregly publicly certifiable and visible
because of its role in defining organisational uartand legitimacy”. Finally, the
argument of ERM maximizing enterprise value throtlghabove cited indirect benefits
has also been gaining momentum in literature; ekrerdefinition of ERM provided by
Casualty Actuarial Society Committee (2003, p. 4@Yes “ERM is the discipline by
which an organisation in an industry assessesrasnexploits, finances, and monitors
risks from all sources for the purpose of increggire organisation’s short- and long-
term value to its stakeholders”. However, empiriealdence of ERM’'s effects on
shareholder value is limited or is often based mesigned measures of ERM
(Lawrence et al., 2009; Hoyt and Liebenberg, 2011).

1.3 Risksand challengesin the airlineindustry

The business environment of the airline industryusquely complex. The airline

industry has historically been one of the fastestving industries in the world, despite
numerous challenges inherent in the industry strecand surrounding provision of
airline services (Swelbar and Belobaba, 2009).ided face general entrepreneurial
risks just as any other business does, yet extaimallenges especially related to
industry structure, macroeconomic conditions, owegpmental interventions, over

which airlines have limited or no control, are thest relevant challenges to airlines.

Analysis of the airline industry structure throuBbrter’s ‘five-forces’ model delivers
interesting results, suggesting the five forcesusmguely strong in the airline industry
(IATA, 2011). The supplier power in the airline usdry is high, with just few suppliers

catering to the airline market while concentratedoligopolies; airlines concern for
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safety and quality, and the consequent need foulaegupdates of technological
advances adds additional power to aircraft andnengroducers. Expansion of airline
operations is often restricted due to infrastruadtighortcomings of airports and air
traffic control systems (Brueckner and Dender, 2088 air travel has become more
accessible, infrastructure development has not kbpt pace of demand growth,
therefore hindering services’ speed and qualitgirectly placing a burden on airlines’
profitability, and jeopardising the ability of thaarline industry to satisfy the growing
demand for air transport services (Forsyth, 20&fnilarly, through the provision of
transport services, airlines have extensive intEmacwith government and other
agencies which influence the ownership of businpsscesses, airport security,
immigration, customs, airport authorities, etc.lidies operate in a highly competitive
environment, in which there are multiple direct aindirect rivals, while service
differentiation among airlines is not substant@ilien, 2006); additionally, the threat of
new competitors is high due to the week entranceidirs. Due to perceived
commoditisation of air travel, switching costs buryers are minimal, while buyers tend
to be highly sensitive to prices (Gillen and Maons 2007; Brons et al., 2002). Since air
travel is often regarded as discretionary, demamdairline services is cyclical and
linked to overall economic conditions; airlines erpnce significant growth of traffic
during periods of prosperity, and carry substamiaess capacity during crises (Mason,
2005). Finally, the bargaining power of the globdatribution systems (GDS) is also
very high. On top of that, it should be noted ttta industry is highly regulated in
various areas such as safety, environmental impaspace usage, or passenger rights;
with multiple restrictions and frequently changinmggulations, airlines lack the

commercial freedom to operate like other businesses

Apart from the challenges related to flawed and e airline industry structure,
airlines face risks related to their capital, laltechnology-intensive business models,
and relevant external risks (Goetz and Graham, 20@&drline businesses are
characterised by high fixed costs and low profitrgives; the share of operating
expenses related to labor and fuel costs oscilategnd 60% (Tsoukala et al., 2008).
The nature of airline operations makes them esihgsiasceptible to hazard risks. Even
though technological improvements have resultednoreased safety of air travel,
accident risk is inherent to air transport; the esgy and multi-dimensionality of

consequences related to airline accidents undetfiesimportance of safety (Janic,
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2000). Natural phenomena are extremely relevant dolines. Adverse climate
conditions may lead to distortions in operatingngla flight cancellations, delays, and
other diversions, which imply additional costs tdi@e operators. Finally, external,
‘macro’ risks such as fluctuations of fuel pricéssterest rates and exchange rates,
political conflicts, changing legislations, amongha&rs, are regarded as extremely

relevant, adding to the complex myriad of airlitakenges.

Despite the complex and volatile business envirorimever the last four decades
airlines have managed to reduce unit costs in texahs by 50% (Pearce, 2012), by
streamlining operational costs, concentrating ame,cealue-adding services, increasing
aircraft utilisation rates, re-launching servicesaiays that generate additional revenue
streams, and improving revenue and yield managertemfiniques (IATA, 2011).
However, these efficiency gains have been passetb awonsumers and generated
additional value to other participants of the aansport value chain, while airlines’
margins have remained abnormally low in comparismrother industries (Wojahn,
2012). This phenomenon is especially striking doethte high risk and volatility
inherent in the airline industry. High risk is ulyaassociated with potentially high
returns while, conversely, investors expect lowumst from low-risk investments.
However, even though in the air transport valuarchize airline business is attributed
high risk and volatility, airlines have been eagihe lowest return on capital, even
below the cost of capital provided by investorsThA 2013; Pearce, 2012).

Airline industry is expected to face multiple highpact developments in the

forthcoming two decades which will require effeetimanagement to ensure long-term
sustainability of airlines; some of the major f@uchallenges include threats of
substitute services, market liberalisation and gidegion, finiteness of fossil fuels,

development of virtual communication, trends in &smn trading, and increasing
overall industry vulnerability (Linz, 2012; Florisaand Markus, 2011). The increasingly
complex and dynamic nature of the airline business] the anomalously poor
profitability of airlines in the context of air maport industry, suggest that airlines face
a demanding GRC (governance, risk and compliancelileo (Watchtower, 2010;

Yilmaz, 2008a) and need to develop effective risknagement systems to match the
complex and dynamic nature of their businessesegffathd Gellman, 2012; Nicolau and

Santa-Maria, 2012; Niemeier and Tretheway, 201R).it$ exploration of airline
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industry risk management profile and airlines’ rislanagement strategies, structures,
and practices, this research concentrates on ppEsenr transportation providers,
including both scheduled and chartered servicedevithexcludes exclusive providers
of air freight services.

1.4 Resear ch problem

Enterprise risk management has gained momenturmhenagendas of regulators,
normative bodies, industry professionals, and sabkolDespite the multiplicity of

principles, guidelines, and frameworks developedhia field of ERM, scholars still

regard ERM as an unproven and emerging field inciwhimportant knowledge gaps
remain in practice and in academe (Kaplan and MiRé%4; Paape and Spakle, 2012).
ERM research is limited in terms of exploring theugling and fluidity of ERM in

organisational settings (Soin and Collier, 2013)J aspecially beyond the context of
the financial industry (Arena et al., 2010). ExpigrERM in relation to a complex and
volatile business setting with possible goal catdlibetween diverse risk rationalities,
such as those exemplified by the organisationéihgstof airlines, offers an interesting

avenue for research.

Risk management is a crucial yet challenging corapbof airline governance (Otero,
2006; Yilmaz, 2008a). The current situation of dine industry suggests the need for
effective risk management (IATA 2013; Pearce, 20A8jer and Gellman, 2012).
However, despite relevance of this subject and destnated interest from related
industry regulators, associations, and practitignecarce guidance from academic
research has been offered to airlines in strugurtheir enterprise-wide risk
management approaches. Literature in the fieldrbha risk management leaves ample
room for development, especially with regard to ERMor research comprehensively
assessing airline risk management systems at aklsleand in all functional
departments, beyond the areas of operational riglhagement, and exploring
organisational couplings and rationales underlyiagoption of particular risk
management approaches in airlines is scarce oelation specifically to ERM, barely

existent.
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Even though numerous models have been developddt¢éoconceptualising ERM in

universalistic terms, they are often criticised failling to consider the specificity of

organisations (Arena et al., 2010). Scholars argbece may be considerable value in
developing ERM approaches aligned with the requams of specific organisational

contexts (Paape and Spakle, 2012; Barton et &@2)2Contingency theory perspective
has been suggested for developing customised ER#erag (Woods, 2009, 2011;

Gordon, 2009; Moeller, 2007), which should encoaragganisations to experiment
with innovative configurations of ERM matching thetontextual circumstances

(Kaplan and Mikes, 2014). Contingency-based rebears also called to explore more
contemporary dimensions of management control syst€Chenhall, 2003), as

represented by ERM, while the new studies were estgd to adopt stronger focus on
the contexts and organisational and social outcamhése systems (Soin and Collier,
2013; Scheytt et al., 2006). Under the recommeadato adopt the contingency

perspective in development of ERM systems, thisdysticonsiders contextual

characteristics of the airline industry underlyitige rationales by which airlines

structure their risk management approaches, ing@frboth adoption and non-adoption
of ERM. Literature review suggested that the deieamts of adoption of ERM stem

both from organisational quests for external leggicy and improved effectiveness and
efficiency; this suggests the need to conduct tiayais of determinants of airline risk
management approaches in both institutional artthteal realms.

Prior research in the area of airline risk managenfmcused on exploring airline risk
management strategies, structures, and practicesaition to particular facets of risks,
such as management of safety, financial, operdtidatigue risks and many others.
However, the literature is scarce in empirical aigational studies adopting a more
comprehensive approach to risk managements sysittending to this scarcity in
literature, further research is needed to compraiiely understand and assess the
phenomenon of enterprise-wide risk managementgarosational settings of airlines,
in terms of the structures, practices, and orgénisal logics constituting risk
management systems, as well as their maturitys ratel uses, and their coupling with
other management systems in airlines. Due to tiyealled need for improvement of
airline risk management approaches, attention shbeldirected at understanding the
shortcomings of airline risk management systenwder to later address them, and the

best practices of such systems for their furthessetnination through this study.
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Investigation of these diverse aspects of airlisk management systems is especially

interesting to undertake from the under-researgeespective of ERM.

Apart from the signalled gap in literature regagdthe exploration of ERM specifically

in the context of the airline industry, the poolEERM studies can be contributed to in
other aspects. Previous studies of ERM adoptedapiiynquantitative approaches in

order to investigate diverse ERM-related issue sagc ERM adoption drivers (e.g.

Paape and Speklé, 2012; Beasley et al., 2005; Gadal., 2009), the characteristics of
organisations that adopted ERM (e.g. Liebenberg log, 2003; Pagach and Warr,
2007; Hoyt and Liebenberg, 2011), the relation leetwERM adoption and the values
or performance of organisations (e.g. McShane.eP@ll1; Gates et al., 2012; Nocco
and Stulz, 2006), or ERM coupling within organieas (Kleffner et al., 2003; Walker

et al., 2003). Although these studies provided evi@ from a wide range of samples
including numerous organisations, their methodaalgapproaches inhibited them from
exploring ERM in cultural and organisational cor$exEvidence collected primarily

through surveys would not allow for the exploratafrcontextual issues related to ERM
coupling in organisations. Furthermore, the sabectf organisations with ERM was

usually based on simplistic proxies indicating tstise of commonly adopted auditable
trails of ERM which provided poor indication of tHevel of embeddedness and
integration of ERM in organisational structures.

A similar problem also relates to studies of drsivef ERM adoption in organisations,
while academic literature on motivations for ERMoption is generally scarce (Hoyt
and Liebenberg, 2011). Research exploring the sreadt of ERM in organisational
practice and ERM adoption drivers within wider oudtl and organisational contexts is
limited. This indicates the need to employ morelitptave approaches in the studies of
ERM. The need for recognising organisational fliyidand contextual sensitivity of
management control systems in general, and riskagenent systems in particular,
was previously emphasised by researchers (e.g.rP8@@9; Miller et al. 2008; Arena
et al., 2010; Woods, 2009, 2011; Gephart et aD92®ikes, 2009; Muralidhar, 2010);
as explicitly expressed by Miller (1994, p. 9) krimanagement “could not, and should
not, be studied as an organisational practice otat®n from the wider social and

institutional context in which it operates”.
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Although scholars have recognised the limitatiohsngestigating independently the
influences of task and institutional environments arganisational structures and
practices (e.g. Scott and Meyer, 1983; Carruth28895; Baxter and Chua, 2003;
Suddaby, 2010; Covaleski and Dirsmith, 1988), mmesiresearch in the field of ERM
still lacks a joint application of the technicaldamstitutional perspectives. This infers
that a considerable value can be derived from gogtdrconsideration of the technical
and institutional pressures shaping airline risknagement approaches. Continuing
with the theoretical perspectives, prior studiesnainagement control systems and risk
management systems would often rely on differeransis of institutional theory,
particularly old institutional economics (OIE) ameéw institutional sociology (NIS).
Conjoint application of these perspectives alloarsexploring both intra-organisational
institutions, rules and routines, and the influenererted by macro-institutions in wider
organisational fields. This theoretical approachs h#ot been adopted in prior

organisational studies of airline management system

1.5 Aims and objectives of the study

Attending to the rationale outlaid in the precedsegtion, it can be inferred that further
research in the area of ERM could benefit therarindustry, as well as contribute to
closing the existing literature and knowledge gags.important purpose of airlines is
to create value which, when applied in the contdxtisk management, translates to
creating value through effective management ofsriskdoption of ERM in airlines

should balance legitimacy and technical ratioresdiin development of effective, value-
creating risk management approaches. As such, rdgsarch aims to investigate
structures and practices of airline risk managensgstems in order to develop an
enterprise-wide risk management framework in thinaiindustry; the final product of

the thesis, the ERM framework in the airline indysis presented in Chapter 8.

A series of objectives has been set to facilitateevement of this aim:

1. To investigate the influences of business contertthe risk management systems

of airlines.

2. To understand organisational structures and pexcticonstituting airline risk

management systems.
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3. To investigate maturity and advancement, roles asebs, and shortcomings and

best practices of airline risk management systems.

4. To develop an enterprise-wide risk management fwariein the airline industry.

Four research questions were developed to guide résearch. The first research

question inquires about the characteristics oiraifbusiness context:

= RQ1: How do different institutional and technicalntextual factors determine

the adoption and implementation of airline risk @g@ment systems?

The second research question deals with orgamsatistructures, practices, and

dynamics of airline risk management systems:
» RQ2: How do airlines structure and perform risk agement functions?

The third research question focuses on assessnferdirlime risk management

approaches:

» RQ3: Where are airlines placed on the continuumaturity and advancement
of risk management approaches, and what are tles \ld uses of their risk

management systems?

Finally, this fourth research question focuses @vetbping propositions for the

improvement of airline risk management systems:

= RQ4: How can airlines improve and align their rrelanagement systems with

the requirements of their business contexts?

Therefore, the matter at the heart of this researd¢b explore the drivers of effective
risk management in airlines. As conveyed througbk tlesearch objectives and
guestions, this research investigates organisdtginactures, practices, and rationales
of airline risk management systems, paying speattgntion to identifying their
shortcomings and best practices, in addition testigating the contextual drivers of
these systems. This should allow for developingpomaoendations on the design of
enterprise-wide risk management approaches ime#laligned to airline institutional
and task environments, and for balancing legitimaeg technical logics within these
systems so that they bring value to organisatibnshis study ‘value’ is defined after

Gattringer et al. (2014, p. 276) as “stakeholdgresceived benefits as well as the
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expected contribution to the attainment of thespextive goals and objectives”. In
order to achieve the aim and objectives of thigaesh, this study relies on findings
from relevant academic and industry literature drain an empirical study; the
empirical study comprises a field study (as defir®d Lillis and Mundy, 2005)

conducted in ten international airlines, and twcaecatudies involving the most

informative cases from the pool of airlines selddte the field study.

In this research ‘risk management system’ is care as a set of components which
sustain and support risk management throughoutirdinea comprisingfoundations
such as objectives, framework of policies and pdoces, mandate and commitment,
and organisationarrangements such as processes, activities, relationshipsiuatate

of responsibilities and accountabilities, and resesi (developed based on ISO 31000).
In this regard, within the area @irrangements, ‘organisational structures’ can be
defined as arrangements of lines of authority, comoation, rights and duties, which
determine the assignment of responsibilities amd@atabilities across an organisation.
Throughout this thesis the term “risk managemestesy” will refer to the different
possible configurations of organisational risk ngerment foundations and
arrangements, and the term “ERM system” will besidered as one of the possible
variations of the “risk management system”. Finaligk management systems in
airlines are investigated as integral parts of migational management control systems
(MCS), as “it is inept to consider management adras being distinctly separate and

independent from risk management or corporate gavere concerns” (Bhimani, 2009,
p. 4).

1.6 Significance of the study

The significance of this study is underpinned byrfprincipal motives. Firstly, the
airline industry has a uniquely challenging riskfge, making risk management a core
competence for airlines (Janic, 2000). In the cdnoé historically poor profitability of
airlines, the challenges facing the industry adghifcance to this research and suggest
the need for effective management of airline risksich has been previously voiced by
regulators, normative bodies, and industry protesds. However, despite the growing
interest and adoption of ERM in the airline indystihis field has remained under-
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researched in academic literature. This investigais one of the first to empirically

explore issues related to adoption and implemeamtatf ERM in airlines.

Secondly, attaining to the calls for conductindiraé risk management practice beyond
the functional silos (Yilmaz, 2008a), this investign aims to explore risk management
systems in airlines, with a special focus on the aivers of effective, enterprise-wide
risk management approaches. Furthermore, acknointpdige need to fit the framings
of risk management systems with the requirement®rgénisational contexts, this
research aims to provide recommendations and gighthe issues that developers of

ERM systems in airlines should take into considenat

Thirdly, although academic literature offers a lsrgange of studies on airline risk
management systems conducted from diverse ‘siladidiensions, focusing on
management of particular types of airline riskgr¢his little empirical work available
that empirically assesses the risk managementtstescand practices developed in
airlines from a comprehensive perspective. Thislysig expected to fill the literature
gap in this respect, and respond to the need battar understanding of organisational
coupling and performance of risk management systartigeir multiple dimensions, in
addition to exploring how they are affected by themands of airline task and

institutional environments.

Fourthly, previous empirical research on ERM impdeation draws mainly from
survey findings (Hyot and Liebenberg, 2011), whiake criticised for ignoring
contextual factors of organisational assemblindeBM, and which rarely explore in
practice the enactment of ERM rules and routingsidgires and practices, see section
1.5). The nature of ERM and its organisational ¢iogpand fluidity vary in different
organisational settings (Arena et al., 2010), anddeusstanding ERM as an
organisational practice requires attention to bel pa wider cultural, political, and
social contexts. Therefore, this research atteniptovercome the limitations of

previous studies by relying on field study and cstsely methodologies.
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1.7 Outline of thethesis

In addition to the introductory chapter, this tlses8 comprised of eight additional

chapters and a series of appendices.

Chapter 1: Introduced background to this researuth stated the research

problem, research aim, objectives, and questions.

Chapter 2: Provides a critical review of literatustated mainly to airline
risk management approaches and landmark ERM frankewo

and risk management standards.

Chapter 3: Presents a theoretical framework infogmihis study, which
combines structural contingency theory with twoastls of
institutional theory, namely old institutional eamics and new

institutional sociology.

Chapter 4: Presents the research methodology attibdsechosen for this
study.
Chapter 5: Describes the empirical findings froriesd study conducted in

ten international airlines.

Chapters 6, 7:  Report on the empirical findingsrfitwo case studies.

Chapter 8: Critically analyses and discusses thpireral findings in the
context of the theoretical framework and relevamarnresearch.

Chapter 9: Presents conclusions drawn from thidystoutlines its major
contributions and limitations, and discusses dioast for further

research.
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Chapter 2

Literature Review

2.1 Introduction

Understanding the latest developments in airlisk management approaches and risk
management discipline in general are important egpasites for addressing the
research problem underlying this study. The litamatanalysis is conducted in the
context of the research questions stated for thidys and is aimed at developing
conceptual understanding of the risk managementiptiiee in three principal
dimensions, namely the influence of business corte airlines’ risk management
approaches, adoption and implementation of ERM #rar driving forces, and
provisions and characteristics of the most pronmtinERM frameworks and risk

management standards. In addition, the literaewew presented in this chapter aims:
= To categorise the body of academic literature enaforementioned themes.

= To identify the leading researchers in the field &arn about their contributions to

the body of knowledge.
= To identify gaps in the existing body of knowledge.

= To guide the researcher in positioning this regeanmong the contributions of

other researchers, building on their work.

This review draws on a variety of different datarees. Priority was given to findings
retrieved from high-ranked, peer-reviewed acadgmimals; however, since ERM is a
relatively new concept in academic literature (Arest al., 2010), the researcher found
it beneficial to complement academic literaturehwitdustry publications. This proved
to be especially relevant to the study of airlirek Tanagement approaches; although
the academic literature offers a broad range oflistuof airline risk management
systems conducted from diverse ‘siloed’ perspestitbere is little empirical work

available regarding the adoption and implementatidBRM in airlines.

The rest of this chapter is structured as follotv& next section briefly describes
evolution of the risk management discipline. Thetical analysis of literature

commences in the following section, which is focusa airline business environment
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and its influences on the risk management praatieérlines, uncovering the specificity
of airlines” risk management requirements. Thisptdrafurther continues with an
analysis of cross-industry studies of ERM adoptad implementation and their
driving forces. The following section presents ¢iaternationally recognised ERM
frameworks and risk management standards, and satbaeneed for alignment of their
provisions to contextual requirements of differemdustries. Thereafter, the two last
sections draw conclusions on the reviewed liteeatand identify gaps and areas

requiring further development.

2.2 Evolution of the risk management discipline

Attitudes towards risk management have evolved otmere from simple risk
transferring strategies, through compliance-driveek management initiatives,
converting gradually to structured programmes fagnian integral part of core
enterprise strategies (Arena et al., 2010). Foms&lmanagement programmes can be
traced back to the 1950s, when risks were managaadlyrthrough insurance, and the
1970s, which marked the development of financslt management strategies (Fraser
and Simkins, 2010; Woods, 2011). Risk managementldvmitially concentrate on
managing only the downside of risk, with no coneitien of the possible upside of
events (Buehler et al.,, 2008). The financial andurance industries have often
pioneered the developments in the risk managemesdiptine. The nature and
profitability of these industries are underpinneg the ability to manage risk
effectively. Risk management constitutes a corepmignce in financial and insurance
industries; thus, they were the first, with the eptoon of academic bodies, to think
about risk systematically (Buehler et al., 2008).

It was only later that the notion of the opportticiside and the value-creating potential
of risk began to filter down to broader businesmcwnities; the defensive attitude
toward risk shifted to a mind-set of exploitingkri@CAS, 2003). A series of factors
drove the paradigm shift towards adopting ever ntoraprehensive approaches to risk
management. Firstly, the competitive environmerd hacome increasingly dynamic
and turbulent, giving rise to ever more complex amdrrelated risks (Chapman and
Ward, 2003). Phenomena such as globalisation, diet®an, consolidation of markets

or emergence of new ones, intensified competifiempvation in products and markets,
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technological developments, information revolutiergommerce, or economic crises,
compelled the complexity of business environmeit @rove the need for evolution of
the risk management discipline (Thomson, 2007; seda and Venturini, 2011;

Floricel and Miller, 2001). Secondly, following aawe of corporate and financial

scandals, external pressures have been exertedefylators, rating agencies,
institutional investors, and corporate governaneersight bodies that have been
insisting on the need for a more comprehensivepgeets/e of enterprise risks. This,

consequently, triggered the introduction of lawsl aegulations (e.g. Sarbanes-Oxley
Act in the US, the UK’s Corporate Governance CoBasel, or NYSE Corporate

Governance Rules), and normative guidelines inne¢kted areas of corporate finance
and internal control (CAS, 2003; Arena et al., 20B8asley and Frigo, 2010; Fraser
and Simkins, 2010).

Increasing market regularisation and professioaatia drove the development of
structured risk management programmes in orgaaisstiyet, the programs have
initially been focused on the compliance functiothwnultiple regulations and industry
standards (Beck, 2004). Risk management initiadlysisted of implementing multiple
auditing and controlling procedures of major busgnprocesses, which were gradually
improved in terms of efficiency through the implertaion of standardised procedures
and automated monitoring controls throughout orgmtrons (Abrams et al., 2007,
Fraser and Henry, 2007). However, these risk maneage practices often proved
insufficient to protect organisations’ interestsiedto incomplete portfolios of risks
contemplated in the risk management programmes,dee to ignoring the
interconnectivity of particular risk groups (CAS)(B). The fragmented approaches to
controlling risks, which are also frequently reéstrto as “silo-based”, assumed
managing particular risks independently, with dittlconsideration of their
interdependence (Olson and Dash-Wu, 2008). Thes'swould also often separate the
strategic planning function from risk managemeittatives; with no link between risk
management and strategic planning, and ignoranddeofinterconnectivity of risks,
organisations would overlook important strategeksi (Olson and Dash-Wu, 2008).
The importance of implementing a broader approacirisk management became
evident in the wake of the economic crises of st ecades, when the “siloed” risk
management programmes often failed and abnornwmliteok serious tolls on

organisations’ performance (Power, 2004; Collied &gyei-Ampomah, 2005). In the
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aftermath of the crises, there has been an incrgasinsciousness that a more holistic,
value-adding approach to risk management is a climgpaeed (Beasley and Frigo,
2010).

The ultimate development in the risk managemerdiglise, as previously mentioned -
ERM, emerged during the 1990s (Power, 2009; Arenal.e 2010). ERM evolved
beyond the traditional risk silos to implement amooon thought process in the
identification, assessment and management of ergerpsks (Frigo and Andersen,
2011). Risks affect organisations in a holistic mem and therefore their management
should be holistic, trespassing arbitrarily chodenctional silos or disciplinary
boundaries (Sobel and Reding, 2004). Thus, und=rEfRM approach, organisations
should manage enterprise-wide risks through a cehgmsive programme extending
beyond internal control processes, internal audit, adherence to compliance
requirements. As interest in ERM has increased diee, the risk management
function has been moved from organisations’ perighareas to the corporate levels
(Arena et al., 2010); the ERM initiative became arfie¢he core strategic efforts for
generating prompt and more accurate responses aogictly market conditions and
improving overall organisational performangtampton, 2009). The growing interest in
embracing an increasingly wide scope of organisatieexposures and developing
integrated risk management approaches was folldwe@ gradual formalisation of

enterprise-wide risk management frameworks andlatais (Lawrence et al., 2009).

2.3 Risk management in the airline industry

The analysis presented in the section to follow$es on the risk management practice
in the airline industry. Firstly, the core dimenssoof airline risk management systems
are presented in the context of the requirementsrtdie business environment and of
the risk profile of commercial aviation. Secondéyrrent trends in risk management
literature and practice are presented, while tisearcher reflects on under-researched
topics in the field of airline risk management.drder to improve an understanding of
the airline risk management practice, the researcheplemented the review of
academic literature with a wide range of alterratilata sources such as industry and
policy publications, and data published by airlimeany form of communications.
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2.3.1 Airline business environment and risk manageent practice

Risk management approaches in airlines are infleixy an interplay of institutional
and technical factors and, among others, by thatil®lbusiness environment, the
hazardous nature of airline operations, the higtdgulated business context, or
organisational risk profiles, aims and objectivas discussed in Chapter 1, section 1.4).
The airline industry is heavily regulated, and aéhee to the regulatory framework to
a large extent has an impact on the risk managepractice of airlines (Adler and
Gellman, 2012). The regulatory framework for cigitiation comprises international
conventions, national laws, and rules and procedissued by supranational legal
authorities (Leloudas, 2009). Additionally, recaged industry organisations often
prescribe best practices and standards, especmatligentrating on quality and safety
management systems (Boksberger, 2011). The heasoagvorganisation in the
aviation system is International Civil Aviation Gugsation (ICAO), dedicated to
promoting and harmonising quality and safety steaglan airline operations. Standards
and Recommended Practices (SARPS) issued by ICA@rgiemented and supervised
by national civil aviation authorities. Supra-natb organisations, such as Joint
Aviation Authorities (JAA), additionally work towdra unified implementation of
aviation safety standards. Other organisationsh sas European Aviation Safety
Agency (EASA), with a mandatory power operate, Btample, as certification
institutions. Additionally, professional organigats such as the International Air
Transport Association (IATA) provide safety recomnmdations for airlinesApart from
the field of operational safety, airline air trangpactivities are additionally regulated in
multiple areas such as, among others, the allatafidraffic rights, accesses to airports
and time slots, and standards of aircraft noise@@@ emissions, which have an impact
on organisational strategies, including the risknagement strategies (IATA, 2011).
Airline risk management programmes therefore nemdcdnsider the demanding
compliance profile of the airline industry, as wa#f a multiplicity of entrepreneurial
and market risks.

The core competency of airlines is delivering dafghts, yet they are evaluated in the
market based on their ability to profit from takiogmplex risks, especially in the cases
of listed organisations (Lin and Chang, 2008). iAgk, in the same way as

organisations from other industries, face a dilenminlbalancing risk and return in their
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operations (Lin and Chang, 2008). However, the-mtkrn trade-off in the case of the
airline industry, where lives may be at stake, ed#f from the capital-budgeting
dilemmas of other industries (Simkins, 2011); magation of profit goals with little
consideration of service quality and, implicitlyf, safety goals generates higher costs to
organisations (Noronha and Singal, 2004). Reas®97(1 discussed organisational
efforts directed at increasing system performamceomplex socio-technical systems
within the areas of safety and productivity; thédar argued the productivity goals
tend to be prioritised by organisations over prioddec goals. Previous studies also
argued the trade-off between compromising qualiyy dirlines and their financial
health, suggesting that financially weak airlines ribt prioritise the pursuit of safety
and are more prone to compromising quality (Dioahal., 1997; Golbe; 1986; Rose,
1990). Thus, airlines need to find the optimal beta between production and
protection goals; safety management can be comsidas a fundamental process

supporting the management of business in pursyitaiits (ICAO, 2012).

The specificity of airline business environmentefiected in an airline’s risk profile
(set of major risks as defined in ISO 31000, 2008)ich is characterised in particular
by the prevalence of external risks with a low leeé controllability. The risk
management strategies of airlines are conditionethé different levels of occurrence
probability and potential impact of the risks tHage (Lin and Chang, 2008). Risks of
low frequency and high severity, such as aircrafident risks, can be transferred to
external parties through insurance policies. Raiisigh severity and with a high level
of occurrence probability are not-insurable. Aiesnemploy means to minimise losses
through crisis management programs and wider riskagement systems. Risks of low
severity and low frequency of occurrence are oftetained by airlines, which may
employ, for example, captive-insurance solutionsk® of high frequency and low
severity, such as operational risks, can be maniagaidines through the establishment
of internal control and risk management programmiée following figure (Fig. 2-1)
summarises the common strategies employed by estliadapted to the typology of
exposures they face. In the two-dimensional makwxvertical axis indicates the degree
of potential loss an airline would experience i ttisks were to materialise, while the
horizontal axis indicates the level of occurrencebpbility (frequency) of particular

risks.
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High Severity

A

Avoidance and

Transferred Risks Controlled Loss

Low Frequency« » High Frequency
Undertaken or Prevention /
Ignored Risks Reduction of Risks
v
Low Severity

Figure 2-1: Airline risk management matrix
(Adapted from Lin and Chang, 2008, p. 455)

2.3.1.1 Key areas of airline risk management praate

The following sections discuss the key focus areésairline risk management
programmes, attending to the varying levels of aemnce probability and impact
severity of risks commonly faced by airlines. Thesgarch cited throughout the
following discussion does not claim to be exhawstivut rather illustrative of trends

and areas of special interest of airline risk managnt programmes.

Safety risk management

Air travel safety is a broad area, encompassingatipaal safety risks and security
threats considered in terms of violent acts indrtte harm aviation passengers or
installations (Brooker, 2006). The assurance of sgferations, both on the ground and
in the air, is the key concern of airline risk mgaaent programmes (Netjasov and
Janic, 2008). An extensive regulatory framework HIeeen developed, regulating
operations of airlines and other organisations @ltme air transport service chain,
aimed at limiting the risk of flying (Janic, 200@&irlines are required to comply with

numerous regulations in terms of safety by develpgafety and security policies and
emergency plans and procedures; in addition, asliare required to report on the
measures deployed in safety and security risk mamagt programmes (Netjasov and
Janic, 2008). This issue is further elaboratedhasection 2.3.1.2 of this chapter.
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The strong focus airlines place on safety managemeatue not only to the regulatory
framework, but also to the severe consequencesdélfigtly failures may have on overall
airline performance. Multiple studies highlight timportance of sound safety records
from the business financial perspective (Noronha &imgal, 2004). Safety accidents,
apart from material losses, generate multiple “arddosts” for organisations, such as
negative effects on airline reputation (ICAO, 20G3aham and Bansal, 2007). Sound
safety records in airlines generate higher custateenand (Squalli and Saad, 2006).
Safety-related accidents generate immediate manksponses, affecting multiple
aspects of airline performance and market valudldiiet al., 1999; Carter and
Simkins, 2004). Financial context for safety prasfisin airlines was analysed by
Noronha and Singal (2004), who stipulate that rarlifinancial health affects

organisational ability and willingness to providegroved safety measures.

Security of airline operations has become a fretjyeliscussed topic, especially after
the “9/11” terrorist attacks (Kim and Gu, 2004).rSwlering the nature of the airline
business, and its strong dependence on regulatargefvorks and performance of
external service providers (as discussed in Chapgarction 1.4), security-related risks
can, to a large extent, be classified as exteiské.rBazerman and Watkins (2005, p.
365) refer to security-threatening events as “mtedlie surprises”, which are “events
that take an organisation by surprise, althouglides had all of the information

necessary to anticipate the events and their coesegs”, and claim that “predictable
surprises” occur regularly within organisationsddhat it is the leaders’ responsibility
to identify and avoid them — by recognising growisgstematic weaknesses in
organisations and taking steps to mitigate the scdpossible damages.

Airlineinsurance policies

Mitigating risks through insurance has traditiopddeen the most common form of risk
management in airlines (Lin and Chang, 2008). Duté nature of their core operating
business, airlines are exposed to risks, such eleatal or incidental damage to
aircrafts, and multiple resulting costs, such ability claims related to passengers and
general liability to third-parties. Hazard, safetyd security-related risks, characterised
by high severity and low probability of occurreneeg typically covered by insurance

policies. Due to the complexity and financial impad such risks if materialised,


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

25

insurance policies are jointly provided by varigosurers who additionally trade the
exposures on the reinsurance market (Lin and CH20@f). Insurance policies transfer
the financial consequences of risks to anotheryp@ransferee), rather than the risk
itself, and thus they help airlines to avoid thaeaficial distress occasioned by
unfortunate events (Lane, 2005). From a legal metsge, insurance is a contract
"whereby one party, called the insurer or undeesyitundertakes, for a valuable
consideration [premium], to indemnify the other|les the insured, against loss or
liability from certain risks or perils to which thebject of the insurance may be
exposed, or from the happening of a certain evéatticle 2468 C.C.Q. cited in
Leloudas, 2004). The importance of insurance pEgdian airline risk management
strategies is reflected in airlines’ structure mpenses; in 2006 over 70% of airlines’
risk management resources were dedicated to cgvamsurance premiums (Jenner,
2007). Insurance costs have become remarkablyaredor airlines, as premiums have
experienced significant increases in recent yeespgecially after the 9/11 terrorist
attacks (Flouris et al., 2009).

Risk management through insurance facilitates qastial optimisation of the risk
portfolio. Although airlines can purchase coverdge a growing number of risks,
insurance costs against some types of risks mayrbhibitive (Leloudas, 2009).
Additionally, since risks are interrelated, occage of some of the risks commonly
covered by insurance, for example, catastrophiksrsuch as safety accidents, can
affect airline businesses in multiple ways (Flougisal., 2009). Although insurance
policies cover certain types of risks, there are@ynaninsured costs for airlines and the
industry which are triggered by the occurrence wv€hsrisks, such as the above
discussed loss of public confidence following safetcidents. This entails the need to
adopt a more comprehensive approach to managenetiioe risks, which should
also consider those risks which are not coverednByrance policies, particularly

strategic risks (Fraser and Simkins, 2010).

Crisis management and contingency planning

Airline business is conditioned by multiple extdrnaks which can alter the planned
course of operations by causing flight diversiodslays, or cancellations, or even

provoke major operational crises such as prolongedure of airspace or aircraft
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accidents. Causes of operational crises may be leammvolving multiple and
interacting factors, combining external exposurashsas weather conditions with
internal failures such as faulty maintenance procesl Operational crises represent a
significant economic cost to airlines, but alsogder commercial and human
consequences for airlines and their customers (Mige Elphick, 2005). Development
of robust crisis planning and management toolsplinmg multi-agency planning for
handling diverse exceptional circumstances, is roeggh as imperative for airlines
(Alexander, 2013; Bejou et al., 1996; Sally, 19%&llnow and Cowden, 2002).
Coordinating inter-organisational efforts in times crises is extremely challenging
(Siomkos, 2000). The need to improve risk managénpgagrammes and crisis
management plans has become evident to airlinesindprofessionals over the last few
years; for example, the closure of airspace in |IA2000 due to a volcanic eruption,
followed by adverse weather conditions, revealatl low unprepared airline managers
were to handle crises of prolonged duration andresive geographical range (Mikosz,
2011; Alexander, 2013).

Financial risk management

Airlines are exposed to significant financial riskeghich create uncertainty of future
cash flow and have a material impact on airlinerafeg results. Financial risks, such
as fluctuations in interest rates, adverse movesnenftforeign exchange currency
prices, or fluctuations of commodity prices, caudeanges in revenue, airlines’
operating expenditures and financial expenses. eftw&, management of financial
risks is considered to be of primary importance iarelcommonly employed practice in
airlines (Carter et al., 2006). The airline indystras a capital intensive nature, and
airlines tend to operate with high debt leverageik@¢z, 2011). Interest rate
fluctuations may have important effects on the ajstiebt and, consequently, airline
operating results. Additionally, interest rates dnaan indirect impact on the airline
industry by influencing progression of economic ditions and business cycles, while
the industry is highly sensitive to economic cyality (Loudon, 2004). The cash flow
of airlines is strongly affected by volatile exclyanrates; this is due to the fact that
revenue, expenses, and loans are denominated itiplauturrencies. Furthermore,
demand for airline services is also indirectly eféel by exchange rate ratios (Loudon,

2004). Finally, fuel costs account for a substam#at of airlines’ operating costs, and
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thus changes in jet fuel prices may cause varigtiomirlines’ profitability (Morrell and
Swan, 2006).

The financial and market risks facing airlines dredgeable, and airlines engage
extensively in hedging operations (Morrell and Swa@06). Academic researchers
explored airlines’ hedging practices, highlightipgsitive effects of hedging on airline
operating performance (e.g. Berghtfera and Luc@@d4) and on firm value (e.g.
Carter et al., 2006). The use of hedging was ardoeutitigate volatility of airlines’
cash flow, as capital markets assign higher pricestocks of airlines with a less
volatile cash flow (Carter et al., 2006). Interestie derivatives and foreign exchange
swaps and forwards are commonly employed by aglineorder to mitigate the risks of
their adverse changes. Similarly, airlines ofteerage in forward markets, purchasing
oil and petroleum derivatives (Loudon, 2004; Spme2006).

2.3.1.2 Operational risk management in airlines

Operational planning under uncertainty and opematiosafety are concerns of
considerable importance to airlines, and therefoi® section discusses in more detail
these broad areas of airline risk management peachirline operations need to be
constantly re-adjusted for capacity rationalisataond route, network, hub, or code-
sharing optimisation (Ahmed and Poojari, 2008). Toyerational risk portfolio
encompasses a wide variety of challenges relatedreieenue and inventory
management, promotion and distribution of serviaed products, cost containment,
human resources policies, and IT and telecommuaiasystems, among many others;
however, safety concerns, as indicated in the piegesection, constitute the main
pillar of the broadly denominated airlines’ opewafill risk management practice.
Within the context of airline operational risk mgeaent programmes, safety is
defined as “the state in which the possibility afr to persons or of property damage
Is reduced to, and maintained at or below, an dabép level through a continuing
process of hazard identification and risk manage¢im@dcAO, 2013, p. 2-1). As
previously discussed, management of operationks risiterrelated with airline safety
risks, is heavily regulated. Furthermore, in theaarlacking regulation, organisations
such as, among others, ICAO, IATA, and EASA prdexribest practice
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recommendations related to, for example, maintemagoound handling, flight and

cabin operations, or certification of personnel.

Evolution of safety risk management

Even though, over the years, reliability of teclngyl in aviation has improved
considerably, the reliability of human actions averall systems has not evolved at the
same pace (Liou et al., 2008). Accident risk isidweld to be inherent to air travel
(Netjasova and Janic, 2008). The evolution of ajpmmal risk management, and of
safety risk management in particular, can be ddideto three phases which are

illustrated in the following Figure 2-2.

Technical Factors|------------------ >

—> Human Factors }--------- >

Today

BN Organisational
Factors

1950s 1970s  1990s  2000s

Figure 2-2: Evolution of safety risk management
(Adapted from ICAQ, 2013, p. 2-2)

In the 1950s the focus of safety management pragesnin airlines was placed on
preventing technological failures, what consequyelatl to a decrease in frequency of
aviation accidents. The field of operational riskmagement was later broadened to
consider compliance to a regulatory framework détyaassurance. In the 1970s the
focus of operational risk management shifted fraohnological issues to include
human factors related to man-machine interface;ammrror had been increasingly
recognised as a recurring factors in aircraft iantd and accidents. Consequently, since

the 1990s human actions have been recognised ag loluenced by complex
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organisational factors. Aviation incidents and deais have become perceived in a
systematic perspective, considering the effecterhal frameworks and organisational

culture on the effectiveness of safety risk costrdlhe reactive methods of collection
and analysis of safety incidents and accidents wata complemented with proactive

techniques of advanced detection of emerging sdfetyats. As the importance of

human and related organisational factors in sadetydent and incident causation was
recognised, multiple accident causation and prememhodels have been developed in
the last decade. As technology has become momblelihuman factors have become
perceived as a fragile component of complex samitwtical systems such as aviation.
Therefore, safety accident causation models coratenprimarily on human factors

such as human interactions with technology or hub®raviours within organisations.

Human factors are defined by Reason (1997) asutm@ibf planned actions to achieve
their desired ends” (p. 71).

The scholarly developments of Reason and Snookigeaaccurate representations of
contemporary approaches in the area of operatigslalmanagement, and of human
factors in accident causation models in particlRaason (1997) in the “Swiss Cheese”
model contends that aviation safety incidents arwidants take place in consequence
of not single-point safety system failures, butcassive breaches of multiple system
defences, which can be related to technologichlrs, human errors, or organisational
issues. The model further conveys that operatiosefiety accidents include a
combination of active and latent conditions; actbreaches are actions and inactions
with an immediate effect on system performance sisckrrors of front-line personnel
in airline operations; latent failures may remaithvn a system long before an accident
is produced, and are activated by breaches ofiessafr system defences, such as faulty
procedural designs or lack of a safety culturerinoeganisation. In the context of the
interplay of organisational, technological and hanfactors in accident causation, the
model asserts the need to consider both activerrésil and latent conditions in
improving the performance of safety systems; omgmional processes should be
monitored to detect latent conditions and instihtcols, and adequate workplace
conditions, culture, and routines should be dewdom order to prevent active safety
breaches. Reason (1997) argued that the humanticondannot be changed, but “we
can change the conditions under which people wdk” 25). With reference to

Reason’s postulate for detection of latent conduesti Dekker (2002) and Young et al.
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(2004) argue that causality in airline accidents loa only attributed to latent conditions

in retrospective.

Snook (2000) developed a concept of “practicaltditid describe the deviation of
airline systems’ performance from their originalsig®, caused by failures in
anticipating operational disruptions. Three growbpdactors are combined in airline
systems designs: technology, people and formaldvaorks, while their undisrupted,
‘model’ functioning is described as “baseline periance”. System designs consider
“practical drifts” to take place as a consequende limitations to operational
performance of technology, people, or formal frames constituting the systems.
Snook (2000) argues that despite the occurrenpeactical drifts, people operating the
systems are able to control the practical driftsnbgoducing punctual adaptations to the
systems. The closer to the beginning of a “practat” from baseline system
performance, the higher is the human potentialajgiuice and analyse information on
operational hazards and disruptions, and the edds®ito introduce adaptations in the

systems and thus control and mitigate safety risks.

The two preceding approaches recognise the relevafchuman performance in
causation and prevention of airline safety accislehtuman performance in safety
assurance systems can be further analysed witldangext of multiple interrelated
components of such systems by use of a SHELL m@dklvkins, 1993). The model
conceptualises the relationships between humans adher multiple, interrelated
components of complex system such as the aviatysterm; the model considers
interactions of humans (liveware) with softwareydweare, and environment. When
visualized within an aviation system, the modelvays the interactions between all
system components need to be considered in oragatitmise safety assurance, and that
a mismatch between liveware and other system coemgencontributes to human

errors.

Apart from stressing the role of human factorsdoi@dent causation in aviation systems,
the importance of investigating safety incidentarggrom safety accidents is often
emphasised by scholars. Under the common causdhegi® the pathways leading to
incidents and accidents have a lot in common, ami¢ minor alterations in the

common factors influence the classification of tlteurrences as incidents or accidents.


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

31

Therefore, investigation of pathways leading todheurrence of incidents can result in
generation of countermeasures preventing the cacerof accidents (Heinrich, 1931).
Similarly, Dekker and Hollnagel (1999) argued thatident analysis resulting in

detection of breaches in safety barriers, whichcaie vulnerability of safety systems,

can prevent occurrence of accidents under the conoaase hypothesis.

Safety Management System

Airline industry regulators and associations haeerbstrongly advocating the use of
the System Safety concept in managing a broad rainggfety risks. The importance of
managing safety risks was highlighted by the im@etation of Safety Management
Systems (SMS) in aviation service providers, whias mandated by ICAO; SMS can
be defined as “a systematic approach to managifgfysancluding the necessary
organisational structures, accountabilities, peicand procedures” (ICAO, 2013, p.
xii). The ICAO’s SMS framework consists of four macomponents and twelve

elements presented as follows in the table 2-1.

Table 2-1: ICAQO’s Safety Management System Framkwor

Safety Manage ment System

Management commitment and responsibility
Safety accountabilties

Appointment of key safety personnel
Coordination of emergency response planning
SMS documentation

Safety Policy
and Objectives

Safety Risk Hazard identification
Management  Safety risk assessment and mitigation

Safety performance monitoring and
Safety measurement
Assurance The management of change
Continuous improvement of the SMS

Safety Training and education
Promotion Safety communication.

(Adapted from ICAOQ, 2013, p. 5-2)
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Air navigation service providers are obliged toae$ish formal risk management
structures within the SMS framework, which shoutdegrate safety management
initiatives conducted across different organisatlatepartments related to flight safety.
The structures should assure systematic assessintdrd organisation’s safety-related
risks, establish risk mitigation measures, andngefntra-organisational authorities to
decide on tolerance levels for risks. These requerdgs, comprised within Eurocontrol
Safety Regulatory Requirements (ESARR), were trasegp by the European
Commission into the Community law. Airlines are sed to complement the SMS
framework with related safety risk governance meddbr example, Systemic

Occurrence Analysis Methodology (SOAM) is advocdigdEurocontrol for analysis of

Air Traffic Management (ATM) occurrences.

2.3.2 Trends and new directions in research and pciice of airline risk

management

The previous section demonstrated how the busieesgonment and unique risk

profile of airlines condition organisational riskamagement structures and practices,
among which the management of safety, hazard, imatdial exposures is dedicated
particular attention. As risk management, especiallthe aforementioned areas, is at
the core of airline competences, the academicatilee exploring issues related to

management of key airline exposures is extensive.

Academic research conducted over the last two dsciedthe field of air transportation
can be broadly categorised into several main thesues as airline management,
airports and infrastructure, passengers demand e elasticity, changes and
influences of regulatory frameworks, environmentsues including CO2 and fuel
emissions as well as acoustic pollution, networknping, alliances between airlines,
cost bases of airline operations, financial perfomoe of airlines, air transport safety,
and parameterisation of the industry (Ginieislgt2912). Among these popular study
areas, within the categories of airline managenaenlt safety, extensive research was
conducted regarding airline risk management praciibe figure below summarises the
main streams of scholars’ interest related to tiaetice of risk management in airlines;
the summary is illustrative rather than exhaustwel any more detailed review of
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academic research conducted in these areas isdeoedibeyond the interest of this

study.

Financial
and market
risk
management

Safety and
hazard risk
management

Operational
risk
management

Risk
management
researchin
the airline
industry

Reputation
risk
management

Airline
insurance

Strategic
risk
management

Figure 2-3: Research trends in airline risk manasggm
(Developed by the author)

Previous research on airline risk management sygsteas often conducted in thematic
silos, focusing on selected dimensions of airlinesk profiles. There has been little
work offering comprehensive assessments of ainligle management structures and
practices. The most commonly studied dimensiorairtihe risk management practice,
namely the management of, broadly defined, safetgncial, and operational risks,

reflect the key focus areas of airlines’ risk masragnt efforts (Zea, 2004; Otero,
2006). As discussed in the preceding section,nairlbusiness environment and, in
particular, the requirements of the regulatory feararks have a strong impact on the
designs of airline risk management systems. Howeeeusing on compliance with

laws and regulations, or the risk management pmgras” consideration of, for the

most part, the risks which are the easiest to ifjeahd assess, offers an incomplete

form of assurance (Watchtower Risk Consulting, 2@dframs et al., 2006).


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

34

Recent research suggests that the most relevallgrades facing airlines, underpinning
their persistently poor profitability over the ladecade (Pearce, 2012), are related
mainly to inefficiently designed regulation, poardustry structure, dynamics in the
airline supplier markets, commoditisation of thelime product, and inconsistent
strategy choices (IATA, 2011, 2013). Governmenigies are believed to have limited
exit from airline business and hindered effectioenpetition in the industry, while the
overly-fragmented industry competes mainly on p(iéd’ A, 2011). The importance of
considering external and strategic risks has bewphasised in prior studies (e.g.
Beasley et al., 2005; Power, 2004; Lam, 2006; D/Aned Brogan, 2001). Similar calls
are articulated by industry practitioners (e.g.igiani, 2011; Zea, 2004; CAS, 2003;
Berley, 2006); by way of an example, conclusionsmfrthe study of Zea (2004)
attribute the losses of shareholder value in tHaaiindustry primarily to strategic and
financial risks, rather than to operational anddndzrisks which, as claimed in the
study, are at the core of airline risk managemenggammes; research of Barely (2006)
suggests that 65% of factors driving declines ofkatacapitalisation of organisations
are strategy related, while 35% of factors aretedlao operational and financial risks.
IATA’s reports of airline safety records may sudgtst in the era of sophisticated
organisational systems and advanced technologiégshwiave significantly improved
safety of air travel, airlines should adopt a mdoeward-looking perspective on
identification and management of relevant strategks, apart from focusing on the
historically relevant safety and operational expesu Air travel has become
significantly safer over the last two decades, witivorldwide average aircraft accident
risk of 0,00004% for every flight taken (data fr@®06), compared to 0,0002% in 1986
(IATA, 2011). The year 2011 was the safest year éweair transport (IATA, 2012).
Similarly, security of air travel has improved ovbe last 40 years, to the point where
the probability of participating in a flight subjeio an ‘act of unlawful interference’ is
less than 0,0001%, compared to 0,001% in the 1QA0%\, 2011).

Over and above the studies conveying the relevaheaxternal and broadly defined
strategic risks for the airline industry, previotesearch of strategic management in
airlines, and implicitly the management of strateggks by airlines, is extensive, while
further discussion of them is beyond the interéshis study. However, little is known
specifically regarding the governance structured @nocesses institutionalised in

airlines specifically for identification and managent of strategic exposures.
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Towards devel opment of enterprise-wide risk management systemsin airlines

Airlines have embarked on the journey towards ddgptincreasingly more

comprehensive perspectives to managing enterpiidge-usks (Yimlaz, 2008a, 2008b,
2008c). The following figure 2-4 illustrates tharsition of airline risk management
practices conducted in functional silos, toward iategrated, enterprise-wide risk

management approach.

Safety Risk Manage ment

Enterprise-wide risk

|
| Insurance
|

----- >
| manage me nt
Financial Risk Manage ment
Risk management conducted in Integration of risk management
functional silos practices across an airline

Figure 2-4: Evolution of airline risk managemenpigaches
(Developed by the author)

Only scarce data is available in scholarly artidasthe embedding of ERM principles
in airline risk management structures and practiaapirically investigating the
adoption and implementation of ERM and their dmyirforces, as well as
accomplishments and challenges related to the mmaiéation of ERM. The ERM
concept is relatively new to non-financial indussti which were dedicated less
attention in ERM research (Woods, 2011; Arena et28l10), thus it was no surprise to
discover that the studies incorporating the notb&ERM related to the airline industry
span over a relatively narrow time horizon of texang. Although the vast majority of
academic and industry publications regarding ERMairiines has been conducted
throughout the last decade, researchers of thaeairidustry laid the groundwork long
before for a gradual development of this concepaimycipating the direction of future
advancements of risk management practices. By Viancexample, Davidson et al.
(1987) investigated the impact of large lossededlto airline accidents on the value of
airlines; the study concluded that insurance psdicdannot fully cover the large losses,
and so the uncovered losses affected the enterpake negatively; the scholars

advocated the need to adopt a more comprehenspr@aagh to the management of
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airline risks, beyond merely purchasing insurarie way of another example, Moss
(1992) recognised the much needed change in riskageas’ roles in commercial
aviation organisations; the scholar argued thay steould consider an ever broader
spectrum of risks and prepare airlines for orgdiusal crises while simultaneously
balancing their related costs. Moss additionalghhighted the significant costs of some
of the risks facing aviation, if they should occimighlighting the importance of

preventing even minor safety accidents.

Judgements of the adoption and implementation dfiER airlines need to be made
with caution, as little academic research existshis regard, especially in terms of
studies based on empirical evidence, and datasratba is supplied mainly by industry
publications. The on-going transition towards gmiise-wide risk management in
airlines was reflected in the survey commissiome®006 by the magazine ‘Airline
Business’ and the insurance broker AON. The suimeglved 51 airlines accounting
for 41% of the world's top 200 airlines by totaleaue. Two-thirds of the airlines
participating in the survey reported having orgateh-wide risk management
strategies in place which considered strategicsriakerage longevity of such strategies
was two and a half years at that time. The sureggaled a positive trend in assigning
ultimate responsibility for risk management to uppgnagement levels, with 75% of
the airlines imputing the responsibility at the twvaom level, and with the CEOs
deciding on strategies for management of the mekvant risks in 45% of the
participating airlines (Jenner, 2007). However, thevey failed to investigate the
institutionalisation of ERM principles in airlindsk management routines; thus, it
cannot be concluded if the adoption of ERM clain®d survey participants was
performance-driven and led to significant changesisk management structures and
practices of their respective organisations, ahéf adoption was ceremonial, driven by
external legitimisation demands, and if loose cmgplexisted between stated risk

management objectives and actual work practices.

A review of public data issued by airlines in anlmgoorts, on corporate web-sites, or
through other forms of external communications,gests their interest in adopting
comprehensive perspectives to risk management. Mainynes declare having
implemented ERM (for example Air France, KLM, Aia@ada, Malaysia Airlines, Air

Mauritius, and many others), often providing dgstons of their risk management
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governance structures and processes. Howeveggustcase of the above cited survey,
assessing the level of institutionalisation of ERpMinciples in airlines’ risk
management routines based on publicly available idgiroblematic; prior to empirical,
contextualised examination of airlines’ risk mas@agnt structures and practices, the
maturity and functionality of ERM cannot be cregiloletermined. Limiting identifiers
of ERM to a few simple proxies of implementatiopaged in public data ignores the
complexities of ERM; a few imprecise identifierseainsufficient to represent the
integral constructs of ERM. For example, reportomgthe existence of the position of
Chief Risk Officer in airlines may imply the use adrporate resources for adopting a
comprehensive view of risks, yet it does not erntadl organisation followed through
with implementation of all ERM principles (Beaslest al., 2008). Contrarily,
organisations can assign the typical respons#sliaf the CRO to other senior officers
(COSO, 2004). Thus, caution must be exercised irclading on the adoption and

implementation of ERM in airlines based on uncotiaksed empirical data.

The body of academic literature does not providécsent evidence regarding drivers
of the adoption and/or implementation of ERM ifia@s. The influence of professional
airline industry organisations may be a factorlaypas they recommend extending the
focus of risk management practices beyond the tpeed aspects of airline
management, and adopting an enterprise-wide agprt@aananaging risks (Salter,
2008). IATA is a good example of a potential norv&tnfluence on adoption of the
ERM approach; as an advocate of best practiceth@airline industry, IATA issued
the “Integrated Risk Management Guidance Handboptdyiding airlines with advice
on integrating their siloed risk management prasti¢lATA, n.d.). Similarly, ICAO
(2013) recommends integrating risk management psaseconducted within multiple
airline management systems such as SMS, QMS, EMS, BSHSMS, and SMS, into
an overreaching enterprise management system, \ahgeing “if the SMS were to
operate in isolation of these other managemenes\stthere may be a tendency to
focus solely on safety risks without understanding nature of quality, security or
environmental threats to the organization” (pp.62-1An analysis of the transition
stories of airlines which had embarked on the ERMrpey, shared by airlines’
representatives in industry publications, suggdbet airlines perceive the ERM
approach as helpful in achieving various companjeatives, especially while the

industry undergoes painful changes and faces ewwe momplex challenges (see
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Nomura, 2003; Penzner, 2006; Geisel, 2008; Nycé2Rdurthermore, the concept of
ERM was initiated in the financial industry and dpally spread to other industries
(Fraser and Simkins, 2010); thus, ERM adoptiorhendirline industry might have been
caused by imitating best practices of other congmnor through recommendations
made by advisory companies, which proved to bectme in other industries (see
Jabbour, 2013).

As discussed in section 2.5.4 of this chapter, lschcargued the need to adapt the
provisions of the landmark ERM framework and riskmagement standards such as
COSO (2004) or ISO 31000 (2009) to industry-spedifisiness contexts (e.g. Arena et
al., 2010; Paape and Spakle, 2012; Kaplan and MR2@&H4). Following this rationale,
and considering the demanding risk management Ipraffi commercial aviation
unmatched by other industries for its volatilitydai@chnical nature (Watchtower Risk
Consulting, 2010), scholars, industry associatioasgd advisory companies have
embarked on the idea of developing guidelines farinas on conducting
comprehensive and integrated risk management peactisee IATA, n.d.; Protiviti,
2008; Mercer Oliver Wyman in Zea, 2004). Despitevgng interest in ERM and a
recognition of the need to develop effective risknagement systems matching the
complex and dynamic nature of airline businessaefigiAand Gellman, 2012; Nicolau
and Santa-Maria, 2012; Niemeier and Tretheway, 2MMikosz, S., 2011), little
academic work has been developed to date expldhagbusiness environment of

airlines and proposing ERM solutions adapted tactivdext of this industry.

Implementation of more comprehensive risk managérapproaches is advocated by
scholars in the field (e.g. Adler and Gellman, 20Mitolau and Santa-Maria, 2012;
Niemeier and Tretheway, 2012; see section 1.3 afp@&n 1), with the focus directed at
implementing ERM in particular (Yilmaz 2008a, 200&®08c; Flouris and Yilmaz,
2010a, 2010b, 2010c). The scholars argue that mgatéation of ERM, which implies a
more effective management of organisational thraats opportunities, could prevent
further erosion of shareholder value in the airlmdustry (IATA, 2013; Wojahn, 2012),
and improve investor returns by facilitating thehiagement of organisational
objectives. Yilmaz (2008c) proposed a model foegnating the concepts of ERM and
corporate sustainability in airlines. Although tinedel conveys an interesting notion of

conducting enterprise-wide risk management pragtice airlines in a sustainable


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

39

manner, it requires further elaboration. The congod® and functioning of the model
are vaguely articulated. Yilmaz (2008c) claims thedel is “the best and effective
way” for organisations to achieve corporate sustaiity objectives and enlists a
variety of management processes that the modeldleoable or support; however, the
scholar did not provide convincing argumentatiorhofv the proclaimed benefits can
be achieved by airlines through application of in@del. Similar critique applies to the
‘Enterprise Sustainability Risk Management Modedvdloped by Flouris and Yilmaz
(2010c, p. 6) in order to, as claimed by the salsplassist airlines in incorporating
“environmental, social, and economic considerationie business decision-making,
actions, and performance”. The alleged benefithefmodel are scarcely justified, and
both components and functioning of the model aguedy discussed. Additionally, the
scholars claim the model can serve as a tool, gttd provide guidance on its

operationalisation.

2.4 Adoption and implementation of ERM and their diiving forces

Considering the research questions stated foisthdy, the main areas of interest lie in
exploring the structures and practices of airlilek management systems and their
determinants, among which the adoption, implemamtatind drivers of ERM should
receive particular attention. As argued in the edeng section, research of airline risk
management systems concentrates on selected, sdoednsions of the risk
management practice; little research is availafiexiag multi-dimensional assessments
of airline risk governance structures and practiespecially in the context of ERM.
The existing research links airline risk managem&nictures and practices to the
requirement of airline operating environments amtinas’ risk profiles; however,
literature lacks studies of the determinants ofirar risk management systems
specifically in terms of adoption and implementatiof ERM. Therefore, in order to
understand organisational coupling of ERM and theirdy forces for ERM adoption
and implementation, the following review additidgakevaluates relevant studies

conducted in the context of other industries.

2.4.1 Drivers of ERM adoption and implementation

Evolution of the risk management discipline diseakssn the introductory chapter

(section 1.2) signalled the wave of corporate saEndnd economic crises of recent
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decades as the cause for the growing interestgoilatrs, and later risk management
practitioners, in developing more effective risk magement approaches (Baranoff,
2004). As the concept of ERM gained prominencst fir the financial industry (Mikes,

2005) and later through a spill-over effect acmoss-financial industries, scholars have
analysed a multiplicity of driving forces of bothet institutional and technical nature

behind ERM adoption and implementation.

Increasing requirements of corporate governancee vigentified as motivators for
advancements in risk management and internal doptaxctices. NYSE Corporate
Governance Rules, the UK’'s Combined Code on Cotpofaovernance, or the
Sarbanes Oxley Act in the USA are examples of eguy requirements introduced
internationally and exerting pressures on orgawisat for improved corporate
governance (Financial Reporting Council, 2010). \Ratgpry requirements imposed
responsibility on boards to provide sound and biioastope risk management
programmes, in addition to reliable financial rapa (Collier et al., 2006). Regulatory
pressures were recognised as drivers of ERM adoptiothe empirical studies of
Kleffner et al. (2003) or Cowherd and Manson (200B)thermore, according to
Pagach and Warr (2011), regulated industries wetieated to be at the forefront of
ERM adoption. Subsequently, the corporate govemdast practice codes have been
adopted in industries regardless of the intensityegulations (Woods, 2011). Rating
agencies such as Moody's or Standard & Poor’s dstrated interest in ERM and
included risk management-related criteria in thiating methodologies. Relevance of
agency ratings was empirically demonstrated to edidRM adoption (Hoyt and
Liebenberg, 2011).

Popularisation of risk management frameworks aadds#rds such as COSO (2004)
was demonstrated to influence organisational pémemf risk and configuration of
risk management programmes (Beasley et al., 2@DHusion of ERM models was
fostered though consulting companies advocatinglementation of the recognised
international standards or risk management progresraieveloped in-house (Beasley et
al., 2005). Scholars debated the issue of ceremada@ption of ERM, pointing to the
importance of demonstrating legitimacy to sharedddwhich was argued to drive
adoption of ERM (Mikes, 2009). Shareholders poseatals on organisations for sound
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corporate governance systems and communicationis&f management initiatives
(Nielson et al., 2005).

Adoption and implementation of ERM were associatgth the influence of risk
specialists within organisations who, due to thphofessional and educational
backgrounds, would contribute to the advancementrisk management systems
(Colquitt et al., 1999; Mikes, 2009). The influenoceBoards and executive directors
was demonstrated to affect the development of ERMrganisations. Through official
endorsements of the risk management function Boardbk top management foster
organisation-wide development of positive risk ords (Altuntas et al., 2011). The
presence of dedicated risk functions at execusvel$ in organisations, such as Chief
Risk Officer and its equivalents, or cross-discipty risk management committees,
were argued to be associated with the embeddiigRdA in organisations (Walker et
al., 2003). Scholars investigated the relationshgiween adoption of ERM and
organisational sizes and complexities, concluding the propensity of large
organisations to adopt more structured and sysitemigk management approaches
such as ERM (Pagach and Warr, 2011; Hoyt and Listrgn 2011).

2.4.2 ERM implementation

Selected ERM frameworks and risk management stdadarch as COSO (2004) or
ISO (31000) have gained international acceptana# lsave been applied across
multiple industries in pursuit of improved goveroarand greater managerial efficiency
and as means for communicating sound risk govemtmearious stakeholder groups
(Power, 2009). Academic researchers discussed thtengmal benefits that
implementation of ERM frameworks may bring to ongations such as reduced
earnings and stock price volatility, increased tpefficiency, improved, risk-based
decision making, increased firm value, or recognitiamong important external
stakeholder groups (e.g. Hoytt and Liebenberg, 2@dmming and Hirtle, 2001,
Meulbroek, 2002). However, it is believed that ERNhgs value to organisations only
if embedded correctly in organisational businese@sses; ERM needs to be adapted to
the requirements of business contexts in order rtee doenefits for organisations
(Power, 2009).
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The process of ERM implementation was summariseHdaoypton (2009) in six major
steps as presented in figure 2-3. Hampton advodhtedeed to assign responsibilities
and accountabilities for risk management processesss organisational hierarchies,
establish dedicated risk units for coordination amegration of enterprise-wide risk
management efforts, and define procedures and faalgating performance of the risk

management function at different levels in orgainss.

Identify Create Risk
L Create a .
Accountability and , Categories
e Central Risk )
Responsibility . with Owners
Function
Structure and Users
Establish
Structure Hazard, Set up External Int |
nternal
Compliance, and Scanning )
o Scanning
Internal Controls Capability .
Capability

Figure 2-5: Implementation of ERM
(Adapted from Hampton, 2009, p. 73)

The following section reflects on the propositioasd characteristics of selected
prominent and internationally recognised ERM fraroks and standards, and argues
the need to implement their provisions with sewytito contextual requirements,
which should inevitably result in systematic vadgas of ERM configurations.
Although the various ERM frameworks and risk mamaget standards normatively
define elements for the implementation of risk nggmaent systems in organisations,
risk management functions may retain a narrow, rtieeh focus, or alternatively
become of strategic importance, depending on hoW the provisions of the risk
management frameworks and standards are couplbdvganisational realities (Arena
et al., 2010).

ERM was argued to serve as an umbrella for diveosdigurations of organisational
risk management practices (Power, 2007). Althoud®RMEframeworks and risk

management standards are often based on commonipfs and propose the


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

43

development of similar structural components farfggenance of the risk management
function in organisations (Woods, 2011), empiricedearch demonstrated how ERM
implementation is contingent upon the requiremenfs internal and external
environments of organisations, and the logics ghnisational actors involved in risk
management processes (Mikes, 2009). Collier €2@06) discussed similarities among
basic structures of ERM systems implemented iredbfit organisations; however, the
scholar argued that risk management at the opagdtievel is contingent upon factors
stemming both from intra- and extra-organisatiaratironments. These findings were
confirmed by Woods (2009, 2011) and Mikes (20089)90who provided field-based
evidence of systematic variations in ERM practiogslifferent organisations, and co-
existence of alternative models of ERM contingemoru varying organisational
contexts. In line with this notion, Gordon et &009) argued that the relation between
ERM and firm performance is dependent on the cagplbetween ERM and
organisational internal and external contexts;sttfeolar suggested that implementation
of ERM frameworks should be conducted in considenadf several contextual factors
relevant to organisations, with special consideratdof environmental uncertainty,
competition within the industry, organisation siaad complexity, and monitoring

performed by board of directors.

There is a general debate in literature regardrggrasational motives for adoption and
implementation of ERM. Empirical research condudtec variety of industries lent

evidence for both legitimacy drivers leading toereonial implementations of ERM,

and ERM adoption in pursuit of direct economic bi#seeBy way of an example,

Pagach and Warr (2011) attributed ERM adoptionsi@as of organisations to their
expectations of improved effectiveness and efficyerof organisational processes.
Contrarily, Arena et al. (2011) provided evidenéd&=BM adoption being motivated by
compliance with formal requirements of regulatorgnieworks and expectations of
external stakeholders. The diverse motives of ERIBp#&on in organisations condition
the level of institutionalisation of ERM principlas organisational structures and
processes (Bruce, 2005). Legitimacy-driven impletaigon of ERM may be focused on
producing auditable trails of evidence signallingamisational interest in sound risk
governance, which may be manifested through crgd@RO positions or formalising

risk management processes through issuance ohaftdocumentation. Despite that,

ERM may be poorly embedded in organisations (Arehaal., 2010). Contrarily,
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performance-driven ERM systems, often characterisgdtheir comprehensiveness,
high level of embeddedness across organisatiomategtes, and integration of
enterprise-wide risk management initiatives, magk laighly formalised structures or
risk management positions typically associated WM (Woods, 2011).

2.5 Overview of landmark ERM frameworks and risk management standards

The objectives stated for this study call for depehent of recommendations guiding
airlines in designing customised, enterprise-widk management systems. Therefore,
it is necessary to learn about the latest develogsria the risk management discipline.
This section analyses the propositions of the manhinent ERM frameworks and risk

management standards, demonstrating their commaraaieristics and arguing about
the need to align their provisions to the uniquaterts of particular industries. The

findings from this review are later drawn upon Ie tdiscussion and development of

recommendations for airlines, as presented in @n&ot

The relevance of the enterprise-wide approach toagiag risks has been globally
recognised and has become a fast-growing fieldhin management science (see
Chapter 1, section 1.2); there has been an inogasinsciousness among industries of
the need to conduct the risk management functiomrganisations in a structured
manner (Zolkos, 2008). Consequently, numerous msikhagement frameworks and
standards (and later ERM frameworks and standahdske been developed by
academics (e.g. Lam 2003; Mikes, 2005; Beasleyl.e@05; Liebenberg and Hoyt
2003;) and practitioners (e.g. CAS 2003; COSO 2(H)4), providing valuable
guidance on the principles of effective risk mamaget approaches, and guiding
organisations on how to manage risks in a strudtarel systematic manner. The risk
management frameworks and standards were publiblgedrofessional, guidance-
setting organisations from different backgroundsnafiicial, insurance, safety,
government, environment, engineering fields etar),international standard bodies.
Some of the frameworks and standards are recommedoderganisations, others are
legally implied in their respective countries (IMA011). Depending on the background
of the issuer organisation, the frameworks anddstats adopt different approaches, and
may lean towards different fields such as finan@glbrting, internal control, etc.; while

some of the risk management frameworks and stasdaré problem-focused,
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concentrating on selected aspects of managemehnérsptdenominated as ERM
frameworks and standards, aspire to cover a widgeraf different risks (Shortreed et
al., 2003).

There have been numerous risk management framewanllsstandards delivered
worldwide, including generic, problem-based or istiyrfocused frameworks and
standards, which provide standardised principlesl ateps recommended for
establishing effective risk management programmes.of the many risk management
frameworks and standards developed over recentldeca few - which have risen to
prominence and are most commonly applied in orgdioiss or recommended by
governments and industry associations, have beesenhfor analysis in this section.
According to a global survey conducted by ISO i12@SO, 2011), the enterprise-
wide risk management standards most often drawm uparganisations were ISO
31000, COSO ERM, and AS/NZS 4360 (mentioned in rorofe popularity); the
AS/NZS4360 risk management standard was the wofidss national definition of
standard procedures of risk management, develofstdnf 1995, then re-issued in 2004
jointly by Standards Australia and Standards Newla®d, and finally re-issued as
AS/NZS 1SO 31000:2009 jointly with ISO. The resédmmcdoes not regard it useful nor
feasible to review the multiplicity of the existingsk management standard and
frameworks; therefore, this section presents theetlselected and above mentioned,
internationally recognised frameworks and mainstreak management standards with
an enterprise-wide scope, which have become mofietference for risk management
best practices (Muralidhar, 2010; ISO, 2011), ancimed at exploring their major
provisions and overlapping approaches. This pufpbselection represents just a small
sample of the risk management frameworks and stdagmublished to date; hence, the
purpose of their presentation in this section islémonstrate their contribution to the
body of knowledge in the risk management area,erathan to analyse the whole
variance of the frameworks available. The chosemé&works and standards for risk
management are analysed from a general and conveapatspective - a detailed study

of their practical aspects is purposely restraimgthe researcher.
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Components of ERM frameworks and risk management standards

The ERM frameworks and risk management standaraktte be conceptually similar,
although their structural representations varyeesly in terms of how their integral
parts are defined and grouped. They provide guelancthe principles of effective risk
management, advocating customised implementation sath principles in
organisational structures and practises (see foming section 2.5.4). With reference
to the definition of ‘risk management systems'tially provided in section 1.5 of
Chapter 1 (and as defined in ISO 31000, 2009), khvliomprise risk management
foundations andarrangements, the principles of effective risk management cyedeby
the various ERM frameworks and risk managementstals developed to date can be
regarded adoundations of organisational risk management systems. Theciples
conveyed through the various ERM frameworks ankl management standards affect
the hierarchies of organisational risk managembjgatives, which are further reflected
in formal frameworks of policies and procedures utating risk management
arrangements in organisations. In other words, risk managenfi@mtdations embracing
principles of effective risk management affect weey in which organisations constitute
the “arrangements of activities or processes that assist and infolecision-makers
about the risks in question, the assessment ofritthe the views of stakeholders,
possible treatments available and the likely ris#tuctions and residual risks that will
result” (Shortreed et al., 2003, p. 25). Thereftine, various ERM frameworks and risk
management standards facilitate both public andafeiorganisations to put in place
their own customised risk management systems (Wo&fid1); they provide
organisations with recommendations regarding, amaothgrs, designing enterprise-
wide risk governance structures and risk managermperdesses, developing positive
risk cultures and formal frameworks of policies gmdcedures, or adopting adequate

risk management tools and technological solutions.
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Synthesis of the selected ERM frameworks and risk management standards of

reference

The following ERM frameworks and risk managemeandards (further referred to as
“the framework/s” or “the standard/s”) are summedif this section, according to their

order of issuance (of the first edition):

= Australian and New Zealand Standard for Risk Mansgd AS/NZS 4360
= The COSO Integrated ERM Framework
= |SO 31000 Standard

The three selected frameworks and standards s&aeeas common characteristics:

» The frameworks and standards do not target anyifgpewustry, but rather they
are applicable to a wide range of both private puolic organisations across many

economic sectors.

= The frameworks and standards suppose the continumaigre of the risk

management process.

» The frameworks and standards specify the needrefutly determine the context
of organisations” operations, either through anlyaisa of general business

environment or organisational strategies and objest

» The frameworks and standards set out generic goédelfor designing risk
management processes in organisations, and praposgersal elements of risk

management processes.

= The frameworks and standards have a generic ckardloey are principle-based
rather than prescriptive, while sharing an assusnptiat their provisions should be
later adjusted to the varying business environmienighich different organisations

operate.

= The frameworks and standards consider both negatidepositive effects of risks,

and assume both qualitative and quantitative metlbtheir assessment.

» The frameworks and standards emphasise the impertahintegrating the risk
management function within the organisation’s a@lfucore strategies, and

processes.

= The frameworks and standards stipulate that riskagament processes should be

conducted consistently across different businesss tand at all organisational
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levels, and that open communication of risks aci@gmnisational structures is

essential.

2.5.1 Australian and New Zealand Standard for RiskManagement AS/NZS 4360

The Australian and New Zealand Standard for Risk&gement (AS/NZS 4360) was
first issued in 1995 jointly by Standards Austradiad Standards New Zealand, major
non-government standards organisations in thepee countries; the standard was
further revised in 1999 (second edition), 2004 r¢thedition), and 2009 (re-issued
jointly with ISO as AS/NZS ISO 31000:2009). The AZS5 4360 standard provides
generic, conceptual guidance on the risk managepreoness, without focusing on any
specific industry or economic sector, and states tie final configuration of the risk
management function should be shaped by the vangegs of different organisations.
Unlike in other standards and frameworks issuedemgiently (e.g. ISO 31000, to be
discussed below), general principles for risk managnt were not presented in the
standard. The following figure 2-6 presents theesesomponents of the AS/NZS 4360
Standard along the risk management process.

v |

Establish the context

Identify risks I‘—’
Analyse risks I‘—'

Evaluate risks

Treatrisks I<—>

Figure 2-6: Risk management process - AS/NZS 4360
(Adapted from AS/NZS 4360, 2004)

Communicate and consult
Monitor and review
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The risk management process needs to be conducithih vihe context of the
organisation’s goals, and taking into consideratioa objectives of the organisation’s
stakeholders. An analysis of the operating enviremin{context) of an organisation
facilitates defining parameters for risk identitiom and management. The analysis of
the context for the risk management process coistitan innovation in the risk
management discipline when the standard was fissteid (Fraser and Simkins, 2010).
A thorough portfolio of risks needs to be createidh a special focus on the scenarios
which may have major effects on core strategiearoforganisation. Following the
analysis of the context and identification of riskse next step in the proposed process
consists of examining the identified risks and dateing their significance. Risks are
analysed in terms of possible likelihood and imghety may have on achievement of
organisational aims and objectives. In the follayvistage, risks are evaluated and
divided into acceptable and unacceptable riskschvbhould later be either monitored
or treated respectively. Risk treatment involvegesining response strategies to the
risks deemed unacceptable. Treatment strategiesbmagimed at avoiding risks by
ceasing the activities generating particular risksieducing the likelihood or impact of
potential events. Progress in the treatment obrslould be monitored on a continuous
basis, and the overall portfolio of risks needsb® reviewed regularly. The risk
management process should be applied across ahisggional levels, from specific
projects to assisting with specific decisions.

The AS/NZS 4360 standard served as a basis for othetries to develop standards
relevant to their respective contexts, and alsw tlae groundwork for the development
of an international 1ISO 31000 standard in 2009ldwohg publication of ISO 31000,
the issuing organisations of AS/NZS 4360 officiadijopted the international standard,
and released Australian/New Zealand Standard Risitnagement Principles and
Guidelines AS/NZS ISO 31000:20009.

2.5.2 COSO Enterprise Risk Management — IntegrateBframework

Numerous normative models outline the principlesE®M, while the COSO ERM
framework, published in 2004 by the Committee obi&mring Organisations of the
Treadway Commission, is believed to have becomeladal template for risk

management best practices (Power, 2007; The ItestitiInternal Auditors Research
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Foundation, 2008; Tekathen, 2013; Beasley et @lLp2Muralidhar, 2010). COSO was
created under the sponsorship of several US-basexfespional accounting
organisations in order to explore issues relatedaiporate financial reporting. The
organisation further developed to cover other aspet corporate management ethics
and corporate governance, including internal cémgsues. The COSO Internal Control
Framework eventually became an industry benchnaentt,it was cited in the Sarbanes-
Oxley Act of 2002 as a recommended scheme for pablnpanies to maintain systems
of internal control (Charette, 2010). Consequentlyices from the industry argued it
would be beneficial for organisations to expandrthek management activities beyond
financial control, including a wider range of busss risks. Hence, the COSO’s
Enterprise Risk Management - Integrated Framewa¥ aeveloped on the basis of the
previously published Internal Control — Integratecamework document. The ERM
Integrated Framework by COSO expands on internatrgbissues, providing a broader
perspective on the ERM-related subjects; the ialecontrol framework is considered
as part of a broader “enterprise risk managemeathéwork. The ERM framework
aspires to both satisfy the needs for internalrobim organisations and advise them on
implementing solutions for a more comprehensive affdctive risk management
process. The framework is additionally complememntéth a document, denominated
“Application Techniques”, providing advice for ingshentation of the principles of the

framework in organisations.

The COSO’s ERM Integrated Framework is based oremipe of maximisation of

enterprise value through balancing the objectiiesrganisational strategies and their
associated risks (COSO, 2004). The framework aligganisational objectives and risk
management components in a three-dimensional matrixhe form of a cube (see
Figure 2-2). The vertical columns represent fouifedent levels of organisational

objectives. “Strategic” objectives are associatath ihe organisation’s mission and
vision. Objectives at the “operations” level argaéd with decisions on deployment of
resources. “Reporting” objectives aspire to essabieliable reporting practices, while
objectives from the “compliance” level refer to émmity of business practices with

laws and regulations. The horizontal rows demotestitee ERM process, and the third
dimension — highlights the various levels of orgatibnal units.
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Figure 2-7: COSO's Enterprise Risk Management tated Framework
(Source: COSO, 2004)

The proposed ERM process is comprised of eight corpts. “Internal environment”
sets the context for risk perception within an orgation and determines its risk
appetite. In the stage of “Objective setting” rislanagement objectives are articulated
in consistency with the organisation’s mission #mel previously defined risk appetite.
“Event identification” leads to a delivery of theemts that, if they occur, can have an
impact on whether the organisation achieves iteathjes or not. “Risk assessment”
consists of analysing the level of risk likelihoand the possible impact of risks on the
achievement of organisational objectives. “Riskpogses” are elaborated based on the
previous assessment of risks, recognising the @aton’'s risk appetite and risk
tolerances. The “Control activities” stage leadsttie establishment of policies and
procedures to ensure proper execution of risk mresgm The “Information and
communication” stage refers to capturing and slgaratevant, risk-related information
across an organisation. “Monitoring” allows for eating the effectiveness of the risk

management process, and modifying the procesedeate

The COSO ERM Integrated Framework became a widatpgnised benchmark for
risk management schemes in organisations. Whileergovent regulators have not
entirely embraced the framework as a standard, ocat® credit rating agencies

(Moody’s Investors Service, Standard & Poor’s, IFitRRatings,) are gradually
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acknowledging its importance by evaluating orgaiosa’ ERM practices as a part of
their ratings (Charette, 2010).

2.5.3 I1SO 31000 Standard

Although the COSO ERM Integrated Framework has eghimecognition on the
international stage, a more recent risk managestantard - ISO 31000, was delivered
in 2009 by the International Organisation for Staddsation (a world famous developer
of international standards). Although other ISOhdtads are certifiable, the ISO 31000
cannot be used for certification, yet it does pdevuseful guidance on effective risk
management practices. The standard is claimed tmiversally applicable, and is also
regarded as an important benchmark for enterpide management best practices
(Fraser and Simkins, 2010; IRM, 2010)

The ISO 31000 standard builds on developments frotimer recognised risk
management and ERM frameworks and standards — @80% ERM Integrated
Framework, the Project Risk Management Framewbk Australian and New Zealand
Standards (AS/NZS 4360:2004), and other renowrsd management standards and
frameworks. The ISO 31000 Framework is presenteddriollowing documents:

= |SO 31000: Principles and Guidelines.

= |EC 31010: Risk Management - Risk Assessment Teclast

= |ISO/IEC 73: Risk Management — Vocabulary.

The 1ISO 31000 standard has three integral compsnesk management principles,
risk management framework, and risk managementepsocThe risk management
principles (component 1) guide creation of the nsknagement framework (component
2), which is employed in organisations through iempénting the risk management
process (component 3). The relation between theetbhomponents of the ISO 31000
standard is summarised in figure 2-8.
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Component 1: Component 2: Component 3:
11 Risk Management]

Principles

Risk Management
Framework

Risk Management
Process

Figure 2-8: Relation between the components of$k 31000 standard
(Adapted from ISO 31000, 2009)

The I1ISO 31000 standard has a descriptive, prindipteed character rather than a
prescriptive one. The following eleven principlesgosed by ISO 31000 stipulate that

the risk management frameworks in organisationsilsho

= Create value for organisations.
= Form an integral part of organisational processes.

= Form part of decision-making processes, througharelysis of potential risks /

rewards.
= Explicitly address uncertainty.
= Be systematic, structured and timely, while genegaterifiable outcomes.

= Be based on the best available information thabrganisation is able to gather

from a variety of external and internal sources.

= Be tailored to the organisation, its objectives,patalities, and business

environment in general.
=  Consider human and cultural factors.

» Be transparent and inclusive through continuousnosanication with both external

and internal stakeholders.

= Have a dynamic and iterative nature - undergoingoatinuous process of

improvement.

» Lead to continual improvement of organisationalcesses.

The above mentioned principles convey that the nsknagement framework in

organisations should be determined by organisdtineads, and thus the ISO 31000
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standard can be adapted to meet the needs of sagjans of different types and sizes.
The framework outlines the following interrelatetés required to establish a risk

management system in an organisation:

*» Mandate and commitment.

= Design of framework for managing risks.

= Implementing risk management.

= Monitoring and review of the framework.

= Continual improvement of the framework.

Under the ISO 31000 standard, the proposed riskagement framework should serve
as a means of support for the risk management ggoédignment of enterprise-wide
risk management processes with other processesstndtures is an underlying
principle of the framework (principles 2 and 3).eTproposed risk management process
is comprised of the following five interrelated g¢a and constitutes the essential
element of the 1ISO framework: (1) establish contéXx risk assessment, (3) treat risks,
(4) monitor and review, and (5) communicate andsatin The flow of the risk
management process proposed by the ISO 31000 sdafiodlaws a similar structure as
presented in other frameworks, which the ISO frapr&vis based on. The stages of the
risk management process are interconnected and farmycle, reflecting the
recommended continuum of risk management effontga@isations should first analyse
the internal and external context of their operaion order to identify and assess
relevant risk factors. Risk criteria are elaboraiadhe basis of strategic and operational
objectives, and serve to verify tolerability ofkssin deciding whether to pursue an
opportunity or act upon a threat. Risk criteriawallfor properly evaluating risk factors
and assigning adequate responses. The overall gsrateeds to be monitored and
reviewed on a continuous basis. Additionally, tmgamisation’s internal and external
stakeholders should regularly be informed of risknegement issues, so that they can
ensure that both the personnel accountable formngkagement in an organisation and
external stakeholders understand the basis foicpkat management decisions, and to
ensure compliance with legal disclosure requires@80, 2009). Any decision in an
organisation should be considered for its assatiaieks (uncertainties) and their
possible impact on the objectives of an organisatihere may be multiple risk
management processes taking place in an orgamsaioany given time. The
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framework, therefore, should improve the decisioaken’s comprehension of the
effects that risks (uncertainties) may have on misgdional objectives. As stated in
principle 2, the risk management process should iftegrated within other
organisational business processes. It might beficeleto consider it “embedded”

within other processes, rather than as a separatyalinked with other processes.

2.5.4 Alignment of ERM frameworks and risk managemst standards to

organisational contexts

ERM frameworks and risk management standards, uh&/érsal, hierarchical models”
of enterprise-wide risk management (Arena et 8102 p. 661), despite being globally
legitimised have been broadly criticised by sclolfor taking a simplistic view of
organisations and their risks (Power, 2007), fgilto consider fluidity of the ERM
concept and the extent to which it is coupled witanagerial and control processes
specific to organisations (Arena, 2010; Miller Et2908), or for ignoring socio-political
dimensions of the processes of identifying and yamad risks (Williamson, 2007).
Arena et al. (2010) argued these models tend toepinalise ERM in regulatory terms,
yet they are disassociated from organisationaitiesind fail to consider specificity of
organisations. Power (2009) in his critique of @@SO framework (2004) additionally
raised the notion of a problematic proposition ySD of a singular organisational risk
appetite, complicity of ERM lying in the significe@m of ‘logics of auditability’, and

framework’s inability to comprehend critical risks.

Critics of normative ERM models raised the conctirat advertising the models as
applicable to all organisations and risks inhibidsganisations from matching
frameworks’ provisions to their unique organisasiboircumstances. The most often
referenced ERM frameworks and risk management atded despite adopting a
universal perspective and recommending alignmenheif provisions with contextual
peculiarities of different industries, may lean &vds particular fields such as financial
reporting or internal control, depending on the Kgaound of issuer organisations,
suiting the needs of some industries more thanretfehortreed et al., 2003). The
critics also convey that despite the existence olipte risk management guidelines,
the risk management discipline needs further dgwvetmt and exploration of newly

emerging approaches aligned with organisationalunistances (Kaplan and Mikes,
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2014). Finally, Mikes (2009, p. 33) appeals to rislanagement standard setters to
“accommodate more subjective and exploratory risknagement styles” in future

attempts of ERM modelling and standardisation.

Along with the aforementioned criticisms of the mative ERM models and risk

management standards, the issuers of some of tluelsnge.g. COSO, IRM) also

recognise the need to align ERM with the featurfesrganisational contexts, such as
organisational structure, culture, competitive emvinent, and others. COSO (2004)
suggested a contingency perspective towards degigeiRM systems, and thus
acknowledged that the enactment of ERM should Wetyveen organisations; this is
exemplified by COSO’s guidance linking risk managemto the objectives of

organisational strategies and risk appetites whkiaty between organisations. Power
(2009, p. 849) further recognised the dynamicitfeBM as proposed by COSO (2004),
in that “the model is that of a thermostat whichuats to changes in environment
subject to pre-given target temperature”, contihgen the changes occurring in
organisational environments. Organisational uniggen is also periphrastically
recognised in COSO (2004) in the lack of presarg@tmplementation techniques in the
framework; that is to say, the annex to the frantkwaffers practical operational

guidance on ERM implementation, yet remarks thisukh not be considered as

universally applicable best practices.

Industries are characterised by distinct businessraaments (Chenhall, 2003). A
complex set of industry-specific exogenous factaed organisation-specific
endogenous factors constitutes the background dtr formulation and execution of
corporate strategies at various levels, and for agawgy their related risks under
organisations’ inclination towards risk taking; s$hurisk profiles vary among
organisations from different industries. This sigigehe universal provisions of general
ERM frameworks and risk management standards cafuteer tailored to better
reflect the specific business environments of paldr industries (Beasley et al., 2005;
Moeller, 2007; Locklear, 2012). Similar propositoorwere advocated in previous
studies specific to the risk management systemsddboet al. (2009), in his empirical
study of ERM implementation in US-based organisestjcargued that aligning ERM
with contextual settings is beneficial to orgarimadl performance. Kaplan and Mikes

(2014), who based their research on longitudinala d@om three organisations,
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concluded on the need to adapt ERM implementatidhe specificity of organisational
contexts; they outlined a “minimum necessary caaicy framework” for ERM.
Woods (2009) advocated applicability of the corgimgy theory to designing an ERM
framework for the public sector, whilst Paape ampé&kie (2012) similarly suggested
benefits of developing ERM approaches tailorechtorieeds of organisations from the
public sector. Mikes (2009) attributed the varigty risk management routines of

financial institutions to their differing culturesd needs.

Similar conclusions were presented in the caseesuwnducted by Arena et al. (2010),
who attributed cross-organisational differencesrigk management routines to pre-
existing risk management logics stemming from oiggtion-specific business
environments. Woods (2011) recognised similaritiessk management models of four
large organisations, yet argued that the risk mamagt routines of each of the
investigated organisations were contingent upoir tentext-specific factors such as
objectives, sizes, cultures, or business modelsod&advocated the need for sensitivity
to organisational contexts in ERM implementatiamd advised practitioners to refer to
risk management standards and frameworks simplg afarting point for designing
their respective risk management systems. Bartoralet(2001) compared ERM
implementation in five organisations from differeéntustries and concluded on the
uniqueness of each of the adopted ERM perspectigeslting from contextual
differences among industries; the researchers drggainst the universality of ERM
designs. The notion of aligning ERM to the specifeatures of organisational
environment was further advocated by multiple tleerand practitioners of ERM (e.g.
Beasley et al., 2005; Moeller, 2007). The abovewdised arguments match the findings
from studies of various management control syst@i@S); research in MCS provided
evidence of the need to align organisational corslystems to context-specific settings
of particular organisations (e.g. Otley, 1980; Gtah 2003; Gerdin and Greve, 2008;
Colquitt et al., 1999; Gordon and Narayanan, 1884ns et al., 1986; Luft and Shields,
2003; Mouritsen, 1999). Therefore, this researatptsla multiple contingent approach
as defined by Gresov (1989) and recognises the toeilor airline risk management
systems simultaneously to multiple external ancerimdl, and both technical and
institutional pressures (see Chapter 3, sectiomoB.Rirther information).


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

58

2.6 Limitations of literature

Despite the growing interest of scholars and piiagers in improving the risk
management practice of airlines, the discussiometgfvant literature on this subject
revealed a series of limitations in academic reseafirstly, the existing studies of
airline risk management systems tend to tackleewsfit dimensions of the risk
management practice in an isolated manner, comimdpuo loci-research on risk
management structures and practices in airlined, raarginally subscribing to the
complex understanding of risk management in a cehgsive perspective. The
available research on certain aspects of risk m@nagt in the airline industry is
extensive, while other dimensions of risk manageémesmain enigmatic. Risk
management has been analysed in academic literiatuliéfierent dimensions, such as
hazard, safety, financial, operational, etc., and tesearcher argues that a unified
conceptualisation and understanding of these diesiss needed, for their integration

has been poorly assessed in subject literature.

Secondly, although ERM is becoming a commonly a@te@pproach in airlines, its
practical implementation remains under-researchiéetre is little research available
that empirically investigates the embedding of ERWnciples in airline risk
management structures and practices, and the @tisbments and challenges related
to the implementation of ERM. Thirdly, the academasearch investigating airline
business environment, in addition to its influenoes risk management approaches
adopted in airlines, is broad. However, the drivifigrces of adoption and
implementation of ERM in particular have been selrexplored. Fourthly, although
the ERM frameworks and standards commonly adoptedssa industries have been
criticised for ignoring organisational specificitgnd although scholars called for
development of ERM guidance better tailored taH& business contexts of particular

industries, scarce guidance has been developeiriioes in this regard.

This research responds to the aforementioned limms by providing empirical
evidence of the governance structures and procedssgsloped in airlines in
deployment of the ERM approach. The research aaddilly investigates the
determinants of ERM adoption in airlines, and thetdrs influencing the organisational
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designs of airline ERM systems, by considering bo#titutional and technical realms

of airlines’ business contexts.

As reflected in section 2.4, due to the scarcityachdemic research on adoption and
implementation of ERM and their driving forces hetcontext of the airline industry,
the researcher examined findings from relevant sshodustry studies. Although
interesting empirical studies have been developgdioeng ERM implementation in
organisational settings by employing case studyhodsilogy (e.g. Arena et al., 2010,
2011; Mikes, 2009; Woods, 2009, 2011), the studiedeterminants of ERM adoption
and implementation, and organisational configuraiof ERM, have been conducted
prevailingly through surveys (e.g. Liebenberg amytd2003; Gordon, 2009; Paape
and Spakle, 2012; Beasley et al., 2005, 2008; Battal., 2012). This study uses field
study and case study methodologies to explore @mg@onal coupling of ERM and the

determinants of ERM adoption and implementation.

2.7 Conclusions

This chapter critically analysed literature relevém the business environment of the
airline industry and its impact on the risk managetrsystems adopted in airlines. The
literature review suggested both a growing need iatetest in the development of
enterprise-wide risk management approaches ime#liHowever, the field of ERM
adoption and implementation in airlines remaingéfy unexplored. This review also
presented a pool of cross-industry studies on ERdpling in organisations, reflecting
their various roles and uses, and which signaletti bize institutional and technical
nature of determinants of ERM adoption and impleaigon. Prevalence of survey-
based studies in these areas suggests this reseautthbest benefit academic literature
by investigating ERM in organisational settings ahg considering contextual

circumstances under a qualitative research paradigm

Furthermore, this chapter provided a review of g¢hreelected landmark ERM
frameworks and risk management standards, arguiagbenefits of tailoring their
provisions to the contextual specificity of theliag industry, which will be later
reflected in the discussion of empirical findingsomh this study and the

recommendations that this research aims to prodtindings from the review of both
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the principles and the major components of the feart EMR frameworks and risk
management standards are later drawn upon in dewelat of the aforementioned (in
Chapter 1) ERM framework for airlines, which is ggated in the forthcoming Chapter
8. The following chapter develops a theoreticaimfesvork aligned with the objectives
of this research, which will underpin the colleatiand analysis of empirical data. The
theoretical framework will combine structural cawgency theory with two strands of

the institutional theory: new institutional socigioand old institutional economics.
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Chapter 3

Theoretical Framework

3.1 Introduction

Literature review conducted in the course of teisearch provided a critique of current
airline risk management systems, which often rentaoted in compliance with
multiple industry regulations, or else are segregjaito various functional silos (Adler,
2012); neither the regulations-based complianceoagh nor the silo-based functional
approach have prevented airlines from impairinditaaility of their businesses in the
last decade (IATA, 2013). It is believed airlinesuld benefit significantly from
implementing enterprise-wide risk management amtres (ERM) customised to fit the
unique business environment of the airline indugsge discussion in Chapter 1).
Previous research of management control systergsneral, and of risk management
systems in particular, recognised the need to denshe specificity of organisational
context in designs of risk management systems ¢Mdt al. 2008; Arena et al., 2010);
as stated by Woods (2011, p. 3): “All risk managetsystems need to be sensitive to
the context and that means they will be individt@leach organisation”. Thus, this
research aims to understand organisational consexdstheir deterministic influences
on airline risk management systems, as well astitugtures and practices comprising

such systems.

As the objectives stated for this research ardaeleo understanding the structures and
practices of airline risk management systems arir tleterminants, this chapter
explains the theoretical framework which lays thsib for exploring the design choices
of airline risk management systems and their detemts. The theoretical framework
resumes the system of key concepts and theorigogup and informing this research,
and positions this research among other key studawucted within particular
theoretical strands presented herein. This chapegins with a discussion of the
theoretical background in which the relevance f@edent organisational theories to risk
management studies is analysed. Based on the ticabdiscussion a multi-theoretical
model is presented, which allows for conceptualsind later empirically assessing the
structures and practices constituting airline rislkanagement systems and their
determinants. The research questions guiding thdysare outlined in the light of the
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multi-theoretical model in order to illustrate hdte selected theoretical perspectives
can address particular research questions. Thelmnsodsiders an interdependence of
institutional forces and contingency factors in@hg the framing of organisational
structures and practices of airline risk managensystems. The multi-theoretical
model integrates structural contingency theory wadiected strands of institutional
theory, in particular new institutional sociologyI§) and old institutional economics
(OIE). The proposed approach responds to recelstfoalorganisational studies of risk
management (Gephart et al., 2009) to adopt a malistib approach to organisational
practices, considering risk within broader cultufeameworks (Lounsbury, 2008),
investigating organisational coupling of risk maeagnt (Mikes, 2009), and

conducting institutionally grounded studies of pices (Arena et al., 2010).

As will be reflected later in this chapter, the tingency and institutional perspectives
have often been drowned upon in organisational yaizalof management control
systems and, in the field of risk management irti@dar, proving their validity for
investigating the organisational dynamics of risanagement systems of airlines. In
this study the institutional perspective is adoptedresent airline risk management
systems as sets of structures and practices enmbentdea wider institutional
environment which “defines and delimits social itgal (Scott, 1987, p. 507); in
conceptualisation of risk management structurespaadtices, this research refers to the
concepts of rules, routines, and institutions. Afram addressing the question of “how
are organisational risk management systems sted?lrthe institutional perspective
also provides basis for analysis of the “why” behadoption of particular structures
and practices, especially in terms of the factbaes make the risk management systems
legitimate. Apart from investigating the instituti factors determining adoption of
particular risk management structures, the continggerspective extends the analysis

of such determinants to include the technicalcedficy factors.

3.2 Theoretical approach: Duality of technical and institutional environment

Organisational settings are embedded within a doatext of task and institutional
environments. The extent of pressures posed omisagans by the task (technical)
and the institutional environments varies acrodtemint sectors (Scott and Meyer,

1983). Organisations interact with the task enviment by delivering products and
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services in response to customers’ demands, arsetyring the inputs necessary to
deliver products and services; the primary impeeator organisations within the task
environment is to adapt their structures so thatytlenhance efficiency and
effectiveness (Scott, 2002). Foregoing the critesfaefficiency and effectiveness,
alternative theories emerged highlighting the rofeinstitutional environment, the
prevailing societal norms, values, rules, and dbgni systems, in shaping
organisational structures, and the focus of insbihal environment on external

legitimacy (Fernandez, 2010).

The influences of technical and institutional fastoon development of formal
organisational structures have been researchedamplymwith contingency and
institutional theories (Gupta et al., 1994). Thentowgency theory perspective to
organisational design focuses on technical fadeeharonment; task environment and
the technical nature of work performed shape coatéin and control structures within
organisations (Gupta et al., 1994). By emphasidimg technical and economic
pressures of environments, this perspective vidves dfficiency and effectiveness
principles aimed at improving technical performamsethe main adaptive forces for
organisations. On the other hand, the institutigeaispective highlights the importance
of symbolic and cultural environments of organisiasi — the impact of legal systems
and widely shared beliefs and norms; it arguesdleeof institutional factors and points
to legitimacy as the main adaptive force of orgatnisms, regardless of whether the
newly adopted structures and practices lead toawgat technical performance (Castel
and Friedberg, 2004). Although contingency anditutsbnal theories seemingly adopt
contradictory approaches to understanding the métants of organisational formal
structures, interrelations between these theotegbieespectives were demonstrated in
literature. Gresgov (1989) and Meyer and Rowan ) @rgued organisational control
structures and practices may serve both figuratael instrumental purposes;
organisations may both conform to external expextatby means of developing
particular control structures, and target themnaproving organisational control and
performance. Scott (1987) advocated the need tasid®n both institutional and
contingency theories in order to understand thiertieal and institutional determinants
of management control systems and the instrumeamizlsymbolic functions of such
systems.


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

64

Considering the above, this research approacheplegity of the design of airline risk

management systems through the conjoint applicatbdnthe two theoretical

perspectives, contingency and institutional, reegg the effects of both task and
institutional environments on airlines’ organisaab structures and practices; both
efficiency (technical) and non-efficiency (institutal) factors have been identified in
previous research as determinants of managememtoc@ystems in organisations.
Applying this combination approach facilitates gagha better understanding of the
determinants of airline risk management system® #fructures and practices

comprising such systems, and the instrumental wmthglic roles fulfilled by them.

3.2.1 Contingency theory per spective

Along with institutional theory, contingency theong one of the predominant
approaches in the field of organisational desigupi@ 1994). Contingency theory
focuses on the fit between task environment, osgditinal characteristics such as
leadership (Fiedler, 1967), strategy (Fredrickd&®@84), or structure (Donaldson, 2001),
and organisational performance. Contingency theapproach in studies of

organisational structure is rooted in organisatimory, and is commonly referred to as
structural contingency theory (Pfeffer, 1982). Tloeus of structural contingency
theory is both on an organisation and its envirammé&he leading notion of

contingency-based approaches is that differencésnmal organisational structures can
be attributed to the differences in organisatiarmitexts (Fisher, 1998); organisational

structures depend on contextual factors existirgivthe environment.

Organisational structures examined by contingeri®orists are comprised of two
elements: structure and processes (Van de Ven ang E980). Structure describes
disaggregation of organisational tasks and allonatf sub-tasks to organisation
members, while process refers to coordination bftagks conducted by organisation
members in order to complete organisational taskd achieve organisational

objectives. The prevailing notion among contingetiworists is that organisations are
able to rationally align their structures to cogBncies existing in the environment.
Organisational performance is dependent on tHeefiveen organisational structure and
contingency factors specific to its respective tamkvironment. Misfit between

organisational designs and contextual factors tesul performance losses. This


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

65

approach also conveys that there is no single,ctefe way to design efficient
organisational structures in all organisations (Bla970; Child, 1973; Thompson,
1967). Organisational structures are chosen rdtjona pursuit of organisational
effectiveness (Donaldson, 1995, 1999, 2001). They dependent on contingency
factors specific to organisational settings, tisatinternal features of organisations, as
well as the conditions of external environment. Apgix A to this thesis extends the
review of contingency theory literature, and disass the different groups of
contingency factors analysed by scholars.

Contingency-based design of MCS

Applied to management control systems, contingeti®ory conveys that control
system structures are contingent upon the contexdrganisational settings and the
strategic focus adopted by organisations. Alignaumtrol systems to organisation-
specific contingency factors should lead to impobwarganisational performance.
Contingency perspective has often been referrad tioe study of management control
systems (Dent, 1990; Fisher, 1998). Previous studften focused on examining the
designs which best suit organisational contextelims of various contingency criteria,
principally the environment, technology, size, stane, strategy, and national or
organisational culture (Chenhall, 2003). AppendixoA&his thesis provides a review of
contingency-related literature in the managementrobarea, illustrative of the issues

pertinent to development of the theoretical framenguiding this research.

Drawing on the findings of researchers in the stnad contingency field (see Appendix
A) it can be concluded that airline risk managenagmroaches should be tailored to the
peculiarities of changing environments, considermganisation-specific contingency
factors. Airlines are exposed to risks typicalheit specific business contexts and their
risk profiles display significantly different chataristics to those of organisations from
other sectors. Many of the risks faced by airlisemm from a complicated industry
structure, its flawed dynamics, and the specifigited labour and technology-intensive
business model, all of these increasing the contgleaf the risk management
challenge. Thus, the contingency perspective shprddide valuable insight into the
analysis of determinants of airline risk managensémnictures.
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3.2.2 Institutional theory perspective

The institutional perspective comprises variouarsts of research which are united by
recognition of institutional context in the studfyarganisations. The prevailing notion
is that, in order to prosper, organisations neecbtdorm to social norms and beliefs in
addition to achieving operational efficiency andeefiveness; institutional studies
consider “the relationships among organisations thedfields in which they operate,
highlighting in particular the role of rational foml structures in enabling and
constraining organisational behaviour” (Lawrenced aBuddaby, 2006, p. 215).
Institutional theory inquires how organisationalustures such as schemas, rules, and
norms, guiding social behaviour are formed, diftusend adopted (Scott, 2004), and
points to socially generated arguments and theedaw legitimacy as an explanation of
these structures (Baxter and Chua, 2003). Selzi&dd6, p. 273) argues that
“legitimacy is seen as an organisational ‘impestihat is both a source of inertia and
a summons to justify particular forms and practicébe analysis of risk management
systems in airlines conducted in this study buifdscipally on two streams of
institutional theory: new institutional sociologiIS) and old institutional economics
(OIE). These theoretical approaches have often beferred to in previous research of
managerial control systems. Despite having evolfemn different intellectual
traditions, both perspectives consider institutiand institutional processes and provide
rich theoretical grounds for conceptualising riskmagement structures and practices.

New I nstitutional Sociology

The stream of new institutional sociology buildstbe research of Meyer and Rowan
(1977) and DiMaggio and Powell (1983), who empleasisrganisational legitimacy
and embeddedness in organisational fields, plattiegfocus on external institutional
pressures determining organisational structuresjuymts of norms, values, and beliefs
originating in a wider institutional context. ThéS\perspective considers organisations
in a wider context of macro-economic, social anditipal institutions (Scott, 2001),
which exert legitimacy pressures and cause orgamisato become isomorphic (Scott,
1987; Covaleski et al., 1996). Institutions arectibed as “the rules of the game in a
society... the humanly devised constraints thapalmuman interaction” (North 1990, p.
3). Under the NIS perspective and in the conteximainagement control systems,
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institutions can be regarded as the commonly aedeprinciples of management

control defined at the macro-level.

Meyer and Rowan (1977) stated that organisatiorsptadocially institutionalised

structures in pursuit of legitimacy rather thaniamaally, overlooking the impact on
organisational efficiency and effectiveness. Thieotars argued that “institutionalised
products, services, techniques, policies, and progres function as powerful myths,
and many organisations adopt them ceremonially” 3d0). Social legitimacy

requirements are derived from external constitueise adopted organisational
structures and practices serve to demonstrate woitjo with institutionalised

templates, legitimising organisations in the ingitnal context. In this context, the
structures of management control systems play @ obl“rationalisation machines”
(Burchell et al., 1980), shaped with the purposesté&ngthening legitimacy while
portraying organisational rationality according #astitutionalised templates. The
process through which organisational structures prattices become legitimated,
adopted beyond the effectiveness and efficienagra is referred to by Meyer and
Rowan (1977) as institutionalisation. DiMaggio ambwell (1983) extend this
reasoning by introducing the concept of institusibriields comprised of extra-
organisational institutions which is linked to te&ucturation theory (Giddens, 1979,
1984), and by suggesting that organisations witbrganisational fields become

isomorphic with their common institutional enviroan.

Under the NIS perspective, the framing of risk ngg@ament systems in airlines should
be considered within the organisational fields imick airline organisations are
embedded. According to DiMaggio and Powell (1988)ganisational field is
comprised of independent but interdependent orgaaiss which, in aggregate,
constitute a recognised area of institutional léey. suppliers, consumers, regulatory
agencies, or other organisations offering similadpcts and services. As explained by
Scott (1994, p. 207), “the notion of field connotbe existence of a community of
organisations that partakes of a common meaningersyand whose participants
interact more frequently and fatefully with one #hey than with actors outside the
field”. Organisations within their respective fislddopt similar formal structures in
pursuit of legitimacy; gaining homogeneity withinn aorganisational field is

denominated by DiMaggio and Powell (1983) as acttimation process. Organisational
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fields comprise three principal components — aciaggitutional logics, and governance
structures. Analysis of the organisational dynamécgiires “following actors in action”
(Latour, 1987) and interpreting their behavioumminstitutional light as “enabled and
constrained by the prevailing institutional logi¢g¥hornton and Ocasio, 2008, p. 103).
Both individuals and organisations can be refeteds actors, and their actions are
embedded in institutional logics (Lounsbury, 200&)stitutional logics can be
described as values, norms, beliefs, and meanistgrag guiding the behaviours of
actors. Finally, regulative and normative framevgoirkposing control over field actors
and the wider field level are referred to as goaaoe structures. Thus, the analysis of
airline risk management systems needs to conskuemtechanisms of institutional
logics both at the wider societal level and atdhganisational level; institutional logics
act as interpretative schemes underlying valuebefseand intentions which shape
organising principles and strategies of organisatioin addition to motivating
organisations to adopt particular control struduf@reenwood and Hinnings, 1993).
Appendix A extends the review of institutional theéterature with additional insights
regarding organisational phenomena such as isonsonpimstitutional divergence, and

institutionalisation of new practices in organieas.

Old I nstitutional Economics

NIS is criticised for insufficient consideration ofiltural and political constructions of
intra-organisational reality, for it mostly focuses external institutional determinism
(DiMaggio, 1988). While NIS is concerned primarilyith extra-organisational

dynamics, other strands of the institutional thearg applicable to studies of intra-
organisational relationships; old institutionalisin regarded as internally-focused,
analysing micro-level institutions (Scott, 2001)damtra-organisational conflicts of
actors related to power issues (Burns, 2000). Ttaend of old institutional economics
(OIE) emerged at the end of the™and at the beginning of the ®@entury (in the

works of Thorstein Veblen, Wesley Mitchell, John ®ommons). OIE recognises the
existence of both formal and informal institutiongyile institution is defined as “a way
of thought or action of some prevalence and permamewhich is embodied in the
habits of a group or a customs of a people” (Hamilt932, 84). Formal institutions are
grounded in procedures, manuals, and formal rulsreas informal institutions have a

rule-like status as they stem from traditions oplgimg institutionalised practices.
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Unlike NIS, which adopts a dynamic view of macrstitutions at the societal level
considering their emergence and change, OIE camssidee micro-institutions
comprising intra-organisational reality which detare and constrain organisational

behaviours.

Scapens (1993, 1994) argues OIE provides an adeduaahework for understanding
structures of management control systems, for thmsoretical strand considers
management control practices as institutionalisedimes (social practices influenced
by institutions; formalised or institutionalisedhits — Hodgson, 1993) within a wider
framework of rules. Burns and Scapens (2000), mglgin the work of Giddens (1979)
and Barley and Tolbert (1997), developed a themakframework applicable to intra-
organisational studies. Drawing on the conceptofines, rules, and institutions, the
scholars elaborated on how organisational praciicabits of individual organisation
members, understood as predisposition to engagesuiously adopted forms of action)
become routines (unlike habits, involving a grodppeople), and over time become
institutionalised; institutions are defined in thetudy as “collective taken for granted
assumptions of a group of people about some actidchought” (Burns and Scapens,
2000, p. 8) which “evolve as routinised actionsofors” (Abdel-Kader, 2011, p. 425).
Rules are defined as “formalised statements of guoloes”; rules are necessary to
achieve coordination and coherence of actionsaig of individuals (Scapens, 1994).
Routines are regarded as procedures that are Igcinaluse in organisations, or
“patterns of thought and action which are habituatiopted by groups of individuals”
(Burns and Scapens, 2000, p. 11), and they candbiéutionalised if they “become the
taken-for-granted ways of behaving”. Rules and inest are enacted and reproduced
through actions, and they are influenced by thesteg institutions. In the ongoing
process of enacting and reproduction, changes @y ¢o rules and routines, and such

changes later may become institutionalised (Abdsdd, 2011).

In this study risk management phenomenon in aslileeconceptualised as a set of
organisational rules and routines. In the contdxaidine risk management systems
rules can be regarded as formal risk managememtefs@rks translated into formal

procedure manuals, while routines are regardedhasrisk management practices
actually in use which may vary from formal proceskiand, which when enacted and

reproduced over time, can become institutionalidg¢dder the OIE perspective risk
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management routines can be institutionalised in tomtext of ceremonial or
instrumental  dichotomy (Siti-Nabiha and Scapens, 0520 Ceremonial
institutionalisation of routines refers to orgamisaal rituals used to preserve the status
quo and the existing distribution of power amongamisation members rather than to
support decision-making processes; instrumentalitutisnalisation of routines is

directed towards enhanced, informed decision-making

3.3 Theoretical model

As indicated in the literature review (Chapter @npirical research comprehensively
assessing airline risk management structures aadiiges and their determinants is
scarce; literature review signalled several aredsated to airline risk management
systems which require further investigation. Follogv the review of theoretical

perspectives informing research in organisatioredigh, the researcher developed a
theoretical model in response to the objectives @uektions stated for this study; the
theoretical model guides the collection and analysi data on risk management
phenomenon in airlines presented in subsequenttaisapAccording to the research
objectives and questions elaborated in the previbagpters, this research investigates
the design choices of airline risk management systend their determinants in order to

subsequently assess their maturity levels, bestipes, and shortcomings.

This research applies the combined approach ofingericy and institutional
perspectives in order to examine structures anctipes within airline risk management
systems, and technical and institutional determsah organisational designs of such
systems in a cross-case analysis. Contingencyythmmspective is adopted in order to
examine airline internal and external task envirenta in terms of contingency factors
influencing organisational designs of risk managam®ystems. Institutional theory
perspective is employed in an analysis of airlimesk management phenomena in the
context of organisational fields of airlines, calesing governance structures, actors,
and the institutional logics within the organisaab fields, and the institutional
pressures exerted on airlines. Airline risk manag@mnystems are examined in terms of
their constituents, in particular institutions,as)l and routines. This research approach
is graphically summarised in the following figurel3 presenting a schematic

theoretical model.
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Figure 3-1: Schematic representation of the thealetodel

The investigation of airline risk management systetonsiders them as “outcome
variables” (Chenhall, 2003, p. 134) of simultanetaiforing to multiple institutional
pressures and technical determinants. Chenhall 3)208commends the study of
organisational structures in disequilibrium corah8 (in the presence of conflicting
institutional and technical rationalities) to printa establish adoption and uses of
management control systems, then to examine tblkeis in enhancing decision quality
and, finally, to investigate their effects on orgational performance. This study
follows the recommended order, however, as prelyogisplained, a detailed analysis
of the effects of risk management systems on osg#ional performance is beyond the
scope of this study.

As per the investigation of technical and instdanfl determinants of airline risk
management systems, it should be noted that cétagjon of the nature of causality of
drivers according to their institutional or techadiorigins may raise debate; the drivers
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are often interrelated and may appeal to both ekdhrealms. As conveyed by
DiMaggio and Powell (1983), strategies developedtha task environment under
effectiveness criteria may, over time, transformingtitutional norms if they are

adopted across many organisations. This issue asased by Carruthers (1995) and
Granlund and Lukka (1998, p. 159), when the ladtated: “in practice, economic and
institutional pressures (or their effects) may genfused due to their interconnected
relationship”. Thus, task and institutional envinoents are considered in this study
rather as a continuum than a dichotomy (Cai and 2@hl).

3.3.1 Components of the theoretical framework: analysis under the contingency

approach

Contingency theory applied to management contrstesys posits the designs of such
systems are contingent upon the context of orghorsd settings; no unique system
should be applied by organisations in all circumeés. Organisational performance can
be improved if such systems are aligned to fit tomtextual contingency factors

(Emmanuel et al., 1990; Otley, 1980). Thus, stmattcontingency theory perspective is
adopted to answer the question of the effects dinai task environments on

organisational designs of airline risk managemegsatesns, and to conduct the analysis

of relevant contingency factors.

Researchers in contingency theory adopted diffespyroaches to define the fit
between organisational structure and task enviromnwehich can be broadly classified
into selection, interaction, and system approadivas de Ven and Drazin, 1985;
Drazin and Van de Ven, 1985). The selection appr@@amines the relation of single
variables to organisational structures; effects anganisational performance are
excluded from analysis (e.g. Perrow, 1967). Theratdtion approach examines pairs of
organisational environment and structure factors] their effects on organisational
performance (e.g. Schoonhoven, 1981). The systgroagh, or as defined by Gresov
(1989) the ‘multiple contingent approach’, analysedistically multiple contingency
factors and their effects on structural charadiessand performance of organisations.
This research adopts the multiple contingent amraa studying the contingency
factors of airline risk management systems in aasd¢hat multiple contingency factors
are examined in relation to organisational desigriscoordination and control

structures. However, this research does not preaeharacteristics of organisational
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structures and organisational performance; nedbes it assess the direct effects of the
chosen characteristics of task environment on asgdanal performance. Furthermore,
influences exerted on risk management systems filgreit contingency factors may
conflict, and thus simultaneous alignment of sugdtesns to all factors is not possible
and may require trade-offs in adapting the designssome factors (Fisher and
Govindarajan, 1993).

As discussed in previous sections of this chaptesearch within the contingency
perspective can consider a wide variety of contiwegefactors (also referred to as
‘variables’ in quantitative studies). AccordingResher (1998), contingent variables are
relevant to the degree that organisations diffeongsuch variables also differ in how
their systems are related to performance. Airliasktenvironment is broad and
complex, therefore the researcher referred to gticdies in order to learn about general
characteristics of task environments and the inyatstd contingency factors. In order
to develop categories of contingency factors relewa the subject of this research, the
researcher investigated the contingency factorviquely considered by structural
contingency theorists; in the proposed broad categoon of the characteristics of
airline task environment, the researcher refethéaconcepts proposed by Miller (1992)
and Kaplan and Mikes (2014). Miller (1992, p. 3I8%cussed uncertainties (risks)
faced by organisations operating internationallgt aramined organisational responses
to manage uncertainties. The scholar discussed atlgnment of organisational
strategies with the uncertain environment and megdan “integrated risk management
perspective” considering numerous interrelated dacgies. Miller's framework for
categorising uncertainties relevant to manageeaision making includes three broad
categories of uncertainties which are related jogéneral environment, (2) industry,
and (3) firm-specific variables. Similar categotisa of risks was considered by
Kaplan and Mikes (2014). In response to the craiqfiuniversal propositions of ERM
frameworks (discussed in Chapters&ction 2.4.4)and following the arguments of
scholars advocating the contingency approach faigdeng management control
systems, Kaplan and Mikes proposed a “minimum ERMKtingency framework”. The
framework identifies three broad categories of tm&ncy factors which condition the
design of organisational risk management systemms.s€holars extended the taxonomy
of the major groups of contingency factors discdssy researchers under the

contingency theory perspective (section 3.2.1) w&itiew category of factors concerned
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with the typology of risks the organisational riskanagement frameworks target to
address; they distinguish between the categori¢$)ahternal, firm-dependent factors,
(2) external and industry factors, and (3) risketypKaplan and Mikes (2013, 2014)
claim that management of strategic, external, aedgntable risks requires adopting
different approaches in terms of organisationalicstmes and processes. Thus, the
framings of risk management systems need to berédil to the nature and

controllability levels of the risks organisatiorzé.

Drawing on previous studies of contingency thesrishis research considers airline
risk management systems as affected by a typolofycantingency factors
distinguishing three major categories as preseriietbw. In this research all
environmental and organisational conditions stengnfom external and internal task
environments and affecting the design of airlirek fmanagement systems are defined
as contingency factors and are categorised as rdgrgeenvironment and industry
contingency factors, 2) organisational contingefamtors, and 3) contingency factors
related to airline risk profiles. This research oguises the iterative nature of the
process of defining contingency factors (Hambriagkd aLei, 1985); some of the
contingency factors are selected by organisatierts, contingency factors related to
strategy choices (Govindarajan and Fisher, 199()jlewothers are determined
exogenously, stemming from prior management dawsioor from external
circumstances beyond the direct control of orgaiosa (Fisher, 1998). Under the
multiple contingent approach (Gresov, 1989) thiseagch acknowledges possible

correlations or conflicts between the contingerastdrs.

The combinations of contingency factors specificptoticular airlines influence the
designs of their risk management structures andtipes, which are reflected in
variations of “risk management mixes” among orgaimi®s. The concept of risk
management mix (originally denominated as “ERM MNlixvas introduced by Mikes
(2005, 2009) and further referred to by Kaplan dfikes (2014) as a constellation of
risk management practices and structures refleateass five categories: (1) processes
for identifying, assessing, and rolling up risk®) {requency of risk roll-ups, (3) risk
tools such as risk maps or matrices which allowdorisual display of risk data, (4)
linkages from risk management to other importamiticd processes, and (5) the roles

played by organisational risk units. Mikes (2008iros that, although key structural
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elements of risk management systems of organisati@erating within a particular
industry are similar, their “risk management mixesiry according to organisation-
specific contingency factors. This research examihe “risk management mixes” of
airline risk management systems, yet not as outputolely contingency factors but
also institutional pressures affecting such systérhe section related to analysing risk
management systems under the institutional petispdcirther elaborates on examining

heterogeneity among airline risk management strastand practices.

General environment and industry contingency factors

In this research the “General Environment and Itrgigroup of contingency factors
describes multiple aspects of external technicalrenment of airlines, encompassing
both general environmental conditions relevant tarious industries and the
environmental dynamics specific to the airline isity. With reference to general
environment uncertainties, Miller (1992) discussled following groups of factors at
play: political, government policy, macroeconomionditions, social context, and
natural conditions. Regarding industry dynamicsg, sksholar elaborated on the effects
of input and product market structures, and of oglitige environment on
organisational risk management structures. These Iwmoad groups of external
contingency factors influence organisations’ stgatehoices and, consequently, their
business models and management control systermdgdipods, 2011).

External environment in airlines is especially velet in terms of regulative and
normative frameworks. Civil aviation is a highlyespalised and regulated industry,
requiring adherence to regulations and normatiaadstrds in the conduct of airline
operations; regulative and normative frameworks ehaan impact on overall
organisational strategies, structures, and practideairlines, and specifically on their
risk management systems. In the risk managemerat, aegulators’ and industry
professionals’ attention has concentrated prinlypai safety and hazard related issues,
broadening and reinforcing airline risk managemestituctures targeting these

exposures.
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Organisational contingency factors

Organisation-specific factors related in broad gtmbusiness model choices represent
an important set of contingency factors affecting tlesign of management control
systems (Chenhall, 2003); Osterwalder et al. (2pp517-18) define business model as
“a description of the value a company offers to oneeveral segments of customers
and the architecture of the firm and its networlpaftners for creating, marketing, and
delivering this value”. Organisation-specific fataesumed under a business model
design comprise features such as size, organisatsbructure, strategy, complexity of
operations, resources, competencies, and technasggreviously indicated, different
business model design features have often beersubgct of contingency-based

research in management control systems.

Airline business model choices are conditionednensources of competitive advantage
that organisations are intent on pursuing (Casad®®sanell and Ricart, 2010), which

tend to be cost or benefit-related (Huettinger,40Based on these two categories of
competitive advantage drivers, airline business et®otave typically been categorised
as legacy or low-cost; yet, over time, airlines dn@volved in their models, creating

new, hybrid forms in order to adapt to changingkaarconditions (Gillen and Gados,

2008). Airlines basing their business models ort-pelated advantages seek either to
offer benefits which are similar to their compattyet of a lower cost base, or offer
fewer benefits compensated with lower prices; celstted drivers have underlined

creation of the low-cost carriers’ business model.the contrary, legacy carriers base
their business models on benefit-related advantaifgsing supplementary benefits to

customers; if a premium price can be charged febémefits, airlines differentiate their

business offer, while if no premium is charged them benefits help to distinguish the

offer among competitors. The cost or benefit-drive@nhybrid business models are
characterised by different combinations of orgarosal features (Graf, 2005) which

constitute contingency factors of airline risk mgaaent system designs.

Risk profile contingencies

As illustrated in the schematic representationheftheoretical framework (figure 3-1),
airline risk profiles are affected by external eomments in which organisations

operate, and by their intra-organisational chareties. Kaplan and Mikes (2012)
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argue risk management programmes should be taitoréloe typology of risks facing
organisations; the scholars propose a distincteawéen three major categories of risks
— preventable, strategy-execution, and extern&kriRisks from each of these three
groups are characterised by different degrees otraitability and probability of
occurrence and impact, and require different apgres. to their identification,
assessment, and management. Preventable risksfranseperational breakdowns or
employees’ incorrect actions. Strategy-executichsriare taken in order to generate
superior returns from strategies. External risksearfrom events outside of an
organisation’s ability to influence or control. ™Huhe designs of organisational risk
functions should be dictated, among others, by tiaure and volatility of

organisational risk profiles.

The critique of airline risk management systemsraansed in Chapter 2 conveys the
inefficiencies in risk management systems which @ften designed in a way that
favours managerial focus on operational risks aoelsdhot facilitate management of
other risks relevant to organisational performanétowever, the downgrading

performance of airlines is believed to be mainlywein by factors related to poor
industry structure, misguided government intenamtand inconsistent airline strategy
choices (IATA, 2013; Zea, 2004), and not the openal type of airline risks. This

suggests airline risk management programs neeck teetadjusted according to the
nature of their risk profiles, better suiting théon management of all three groups of
risks - external, strategy-execution, and prevedataisks; this implies adjustments in
airline risk management practices, governance tstres, technologies, etc. The
preventable group of airline risks can be elimidaterough monitoring of operational
processes and effective internal control. Airlisesuld strive to eliminate the incidence
of operational risks, since taking them on bringsvalue (Kaplan and Mikes, 2012).
Kaplan and Mikes (2012) argue that strategic reskes not completely undesirable, as
assuming these risks is essential for achievirgegic returns. Dealing with strategic
risks in airlines should focus on their identificait and cost-effective management of
their likelihood and potential impact. ERM can prdevairlines with strategic advantage
by facilitating management of high-risk and retyrojects. Airline risk profile is

characterised by high relevance of external risksing from events outside of an
organisation’s control ability, such as natural aswbnomic disasters, geopolitical

changes, etc. Some of the external risks can lssifitd and managed as strategic risks,
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while others, where the probability of occurrenseextremely low, are difficult to

analyse in strategy planning processes. Due to nidueire of airline operations,
management of external risks is considered orgaoisd imperative, and is executed
via a wide array of crisis planning and other ns&anagement tools (Shaw, 2011).

3.3.2 Components of the theoretical framework: analysis under the institutional

approach

This research draws on different strands of thé&tut®nal theory (OIE and NIS) in
order to examine the institutions, rules, and rmgi comprising airline risk
management systems, and their institutional deteants. It adopts the view of airlines
as pluralistic entities composed of various groapactors promoting different values,
goals, and interests, and shaped by the institaftimressures they are subject to (Barley
and Tolbert, 1997). Apart from exploring the rislkamagement institutions, rules, and
routines (OIE), under the NIS perspective this aede investigates the institutional
pressures which exert influence over airlines amtkeu which risk management systems
are shaped in order to gain legitimacy. The ansalgenducted herein considers airline
risk management systems in a wider institutionahtext, forming part of an
organisational field of airlines, subject to infhees of institutions at a macro-level.
Thus, the proposed approach considers the dynarhdiferent institutional demands
stemming from relevant individual and collectivetas and their prevailing logics,

embedded in wider governance structures.

External and internal institutional pressures

Airlines are exposed to multiple institutional derda imposed by their corresponding
institutional environments, emanating from broadegulatory, social, and cultural
contexts (Pache and Santos, 2010), exerting ca@gneiimetic, and normative pressures.
Coercive pressures are exerted by institutions wploich airlines are dependent, and
are often related to political influence and legadcy issues, and materialised as
changing legal environment and authorities imposiag regulations on organisations
(DiMaggio and Powell, 1983); coercive pressuresehbeen evidenced in multiple
studies of management control systems (e.g. Aredafazone, 2007; Arnaboldi and
Lapsley, 2003; Boland et al., 2008). Airlines operia a highly regulated environment

and their businesses are constrained by a muitiplaf national and international
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regulations imposed by governments and industryciessons. Thus, coercive pressures
are relevant in shaping airline control and risknagement systems, causing coherency
and homogeneity among structures and procedurésnwiiose systems. Furthermore,
airlines faced with uncertainty may adopt mimetehéviours in applying standard
responses to uncertain conditions. Environmentalerainty or lack of clarity of
organisational strategies or technologies encosrageitation of organisational
structures and practices (DiMaggio and Powell, 1983evious research provided
evidence of mimetic isomorphism in relation to ongational structures, processes,
strategies, or choices of technology (e.g. Bendead., 2005; Burns and Wholey, 1993;
Haveman, 1993; Massini et al., 2002, 2005; Yand Hythnd, 2012; Lapsley and
Pallot, 2000). Airline business environment is ertely dynamic where uncertainty
prevails. This lends itself to conclude that mirmd&tehaviour could be a relevant motive
for the adoption of novice risk management prastioe airlines. Modelling risk
management practices on those of more successhmeai might be a reflection of
organisations’ pursuit of legitimacy or improvedfpemance. Normative isomorphism
within organisational fields may be related to pssionalisation of the fields through
the existence of professional norms, roles, andesl(Zucker, 1987). DiMaggio and
Powell (1983) pointed to university education andf@ssional networks and training as
the most relevant sources of normative isomorphidomogenisation of management
practices can also be supported by professionasatimg between organisations, or by
normative pressures exerted at a supra-individengllsuch as national or corporate
cultures (Granlund and Lukka, 1998). Normative ieguhism was evidenced to affect
organisational management control structures;dairsbe seen in the studies of Cruz et
al. (2009) or Tsamenyia et al. (2006). Professiongé&nisations in an organisation field
of airlines (e.g. IATA, ICAO), aiming for improveme of the situation in the airline
industry, promote adoption of ever more comprehensisk management systems in
airlines; thus, the influence of normative presswoe airlines risk management systems

can be substantial.

Institutional demands are exerted on airlines thhoregulatory frameworks, normative
prescriptions, and social expectations (Scott, 20@Regulative and normative
frameworks delimit and coordinate the actions ofiregs within their organisational
fields. Governance structures controlling the oigmional field of airlines are

especially relevant in the present analysis, dfaibusinesses are highly regulated;
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regulatory frameworks governing the airline indystcomprise international
conventions, national laws, and rulings and proceslissued by supra-national legal
authorities; among normative frameworks, recommgods of recognised industry
organisations are especially relevant. Institutiaclemands are carried over to airlines
through institutional logics (Thorton, 2005), breadcultural templates providing
organisational actors with means-ends designaticetsrs in the organisational field of
airlines comprise both individuals and organisatjcactors can be located either inside
the airlines, performing organisational roles amdolved to different extents in
conceptualising and controlling uncertainty (Areaet at., 2010), or externally in
professional organisations, regulatory bodies, theotypes of external stakeholders,
exerting institutional pressures on airlines. Ast@nact within broader institutional
logics (Friedland and Alford, 1991; Thornton anda€io, 1999); the values and norms,
ideas, beliefs, and broader meanings systems)falence the actions of actors (Scott,
2010). Institutional logics influence how actorsainlines understand the priority goals
of organisational strategies, and within them tis& management strategy, and how
uncertainty is conceptualised in airlines. Airlirest within various conflicting logics;
by way of an example, their core competency liedealivering safe flights, yet they are
also evaluated based on the ability to generatit.p@onflicting goals of maximising
profits and maximising safety need to be concitlatget they imply opposite cost
strategies; trade-off exists between safety manageand costs (Holloway, 2008) and
airlines strive to find the optimal balance betwgeoduction (profit maximisation) and
protection (safety maximisation) goals, while tleeynceptualise safety management as

a fundamental process supporting the managemdénisafiess in the pursuit of profits.

Rules, routines, institutions of risk management

Through adopting the institutional perspective thesearch examines the rules,
routines, and institutions comprising airline rislanagement systems, and a variety of
institutional pressures driving the designs of ssghtems. The framing of analysis
follows the concepts introduced by Arena et al1(®0and later referred to by Tekathen
and Dechow (2013), who summarised organisationahutycs of the risk management
phenomena under several broad categories. Airligle management systems are
conceptualised under the categories of ‘context mtidnalities’, ‘risk experts’, and
‘technologies’. Context and rationalities are coned with external and internal

motivations for adopting particular framings ofkrimanagement systems in airlines
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(e.g. compliance-driven vs. performance-driven apphes; coercive, normative,
mimetic pressures), and with the way organisatmmreptualise uncertainty into risks
forming their risk portfolios. The concept of techogies denotes the complex set of
rules, routines, and tools enrolled in the managenoé risks (previously mentioned
‘risk management mix’). Risk experts refer to tées and responsibilities assigned to
organisation members involved in conceptualisingd atontrolling risks. This
conception of studying organisational coupling iskrmanagement systems through
risk management technologies and risk experts mm®acwith the dimensions of
organisational systems proposed by Weber (194¢h as division of work, hierarchy,
rules and procedures, and formalization. This amlalso considers the structural
characteristics of organisational management systeummarised by Vroom (2002),
such as differentiation and coordination of tasgpomsibilities, standardisation of the
performing of tasks through establishment of rudesl routines, formalisation of

processes, centralisation of power, and hierarthar#iguration.

3.4 Conclusions

This chapter discussed the theoretical framewdidiiming this research, guided by the
research questions outlined for this study. Thigptér provided an overview of core
tenants of the theoretical perspectives, and axgththeir relation to the subject of the
study. Conducting this research through the lensefructural contingency theory, new
institutional sociology theory, and old institutedneconomics should allow the
objectives stated for this research to be achievedaddress the gaps in the literature of

airline risk management systems.

The multi-theoretical framework developed for tresearch lays the basis for exploring
the designs of airline risk management systemstagid determinants. In particular, the
framework suggests to explore airline risk managens&uctures and practices under
the tenets of OIE and NIE, as a set of institutionkes and routines. Additionally, the

framework facilitates exploring airlines’ organisaial contexts and their deterministic
influences on risk management system designs. iolfe and analysis of empirical

data, conducted under the tenets of this theotdtmamework, complemented with the
findings of the preceding literature review, consagly lead to development of an

empirically-based ERM framework in the airline isthy, presented and discussed in
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the forthcoming Chapter 8 (section 8.2he following chapter elaborates on the

research methodology and the chosen methods ofieaiglata collection and analysis.
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Chapter 4

Resear ch Design

4.1 Introduction

This chapter presents the overall philosophicakr@ggh adopted to conduct this study
in the field of airline risk management, and ddsesi and justifies the research design
chosen in order to address the research questimeslying this study. It commences
by discussing the interpretive paradigm guiding ttésearch, and its implications on
consequent methodology choices. In the followingtieas of this chapter, the
researcher elaborates on suitability of the fiéldlg and case study methodologies and
outlays the design of the empirical research im$epf data collection and analysis
methods. Finally, reliability, validity, quality d@nethical considerations related to the
chosen approach are addressed. The last sectsenpgeonclusions of this chapter.

4.2 Resear ch paradigm

Research paradigms provide larger frameworks anddwaews, foundations for
conducting research (Kuhn, 1962). The choice betwgesitivistic and interpretive
paradigms to underpin this research is conditiamethe nature of the research problem
and the aim and objectives stated for this resedokitivistic research is concerned
with researcher independence and analytical oljggtiwhile it proposes studying
social phenomena in a similar manner to conducshglies in natural sciences;
contrarily, the interpretive approach perceivegaesh as infused with culture, beliefs,
and values ingrained in socially constructed rgaliaind recognises researcher’s
engagement with actors and the contextual envirobhrméth which they interact
(Morgan and Smircich, 1980). The nature of theaaseproblem is defined in terms of
an organisational phenomenon, and the aim and tolgscof this research determine
adoption of the interpretive paradigm concernechwekploring reality as a social
construction *“emergent, subjectively created, anMbjedified through human
interaction” (Chua, 1986, p. 615). Previous redeanc management control systems
and, specifically, in the risk management area @aften be conducted under the
interpretive paradigm (e.g. Arena et al., 2010,122(Mikes, 2005, 2009; Woods, 2009,
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2011), as it allows for studying phenomena in widestorical, organisational,

institutional and social contexts (Strati, 2000).

The interpretive paradigm is chosen due to itsamgd assumptions about the world,
the study of knowledge, and values (Collis and ldys2003); the assumptions inherent
in the interpretive approach determine the researethodologies and methods selected
for this study. Under the ontological assumptioristhe interpretive paradigm, the
world is considered as socially constructed andbeaanderstood through exploring the
perceptions of human actions; reality is considerggective and multiple, as perceived
by participants in a study. This study is concerw&ti understanding reality as a social
construction, as it defines the research problemterms of an organisational
phenomenon. The study explores the phenomenonskfmanagement in airlines,
emphasising the importance of its social aspedts. ghenomenon of risk management
is studied with regard to its enactment by actorerganisations, considering not only
formal organisational rules and structures, bub aiformal routines and practices
actually in use. This study also pays attentiomigk perceptions among organisation
members in addition to the cultural and institusibimfluences on organisational logics.
The epistemological assumptions under the intevyar@aradigm consider researchers’
beliefs as determinants of what should count assfashile under the axiological
assumptions of the interpretive approach reseasclvalue-laden and biased by
researchers’ values, which determine what is resegras facts and interpretations; the
researcher’'s perception depends, to some extentprar knowledge, state of
preparedness, and expectations. The researchel isiehcknowledged not only as
forming part of the empirical world, but also asinge “shaped by the theoretical
interests of the researcher” (Ahrens and Chapn206,2. 820).

Under the above cited assumptions, risk managesysitems of airlines are studied in
this research in natural settings, while the riskhagement phenomenon is explored in
terms of meanings people assign to it, and consgléhe interaction of organisational
risk management systems with both technical antitutisnal contexts. The chosen
approach allows for exploration of organisationgttiags from the inside, contrasting
the existing theory with empirical reality, chaldgng the taken-for-granted theoretical
propositions and development of new concepts aladiorships and more informed

theoretical propositions. The research is conduaieder an inductive approach.
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Inductive arguments are derived from a limited nembf specific facts to general
conclusions (Chalmers, 1996). Although this rededist deducts from the existing
theories, forming explanations and predictionshetetical constructs (see Chapter 3),
it later relies on facts acquired through obseorato create extension of theory through

induction.

One of the hallmarks of the interpretive paradigimdiawing on multiple theoretical
perspectives to examination and interpretationhef researched reality; the processes
and relationships observed in the field can be aepl with multiple theories, each
providing different but incremental insight intoetloverall interpretation (Collis and
Hussey, 2003). Ahrens and Chapman (2006, p. 828¢ritbe conducting empirical
studies under the interpretive paradigm as invglvan on-going reflection on data and
its positioning against different theories such tha data can contribute to and develop
further the chosen research questions”. As disdusseChapter 3, the theoretical
framework underlying the basis for conducting tlasearch involves institutional and
contingency theory perspectives; furthermore, adss explained in Chapter 3, studies
drawing on the institutional perspective would tglly be conducted within the
interpretive paradigm, while studies drawing on tlatingency perspective would be
conducted within the positivistic paradigm. Howevehis research proposes a
gualitative analysis of diverse contingency factaifecting the structures and practices
of airline risk management systems and, while digahally involves various streams

of the institutional theory, it is conducted unties interpretive approach.

The interpretive paradigm determines the methodotdwice for conducting research
on the identified research problem. The interpeetparadigm suggests employing
research methods which are “an array of interpegiéchniques which seek to describe,
translate and otherwise come to terms with the mgamot the frequency of certain

more or less naturally occurring phenomena in tdwgas world” (Van Maanen, 1983, p.

9). Van Maanen (1998) emphasises the focus ofprdgve research on meaning, the
use of analytic induction and maintaining closexproty to data. Since interpretive

research is concerned with meanings rather thasungments of social phenomena, it
implies collecting primarily contextualised, quative data through examining small
samples in their natural locations, in order tangaidepth information and make sense

of it. Qualitative data places emphasis on qualtigpth of information, allowing for
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capturing richness of detail and nuance of theistughenomena (Collis and Hussey,
2003); such data is analysed in an inductive poéonstructing abstract concepts
and theories. Thus, rich and contextualised adsozan be developed of organisational
reality, delivering a deeper understanding of at@ractices within organisational

settings. This approach allows not only for disecowge what happens in organisations,

but also how and why phenomena occur (Ferreiravierdhant, 1992).

4.3 Resear ch methodology

Research methodology refers to the philosophicdlpaactical construction of research,
from theoretical grounds to data collection andlysis; in this context, research
methods specifically reflect strategies for coll@etand analysis of data (Collis and
Hussey, 2003). The level of complexity of the rislanagement phenomenon under
study, its social, organisational nature, the ingoore of contextual influences on the
investigated phenomenon and, finally, the reseaamch and objectives call for
employment of two related research methodologiamely field study and case study
methodologies. Prior to introducing the methodolagynore detail, it is necessary to
comment on the two-fold interpretation of the tefrald study”. As indicated by Lillis
and Mundy (2005, pp. 120, 121), “field study” mafer to a specific methodology of
studying the “nature of the constructs on whichttieory is built, the relations among
these constructs, or their empirical interpretdtiand the “nature and impact of key
social and contextual influences”. On the otherdhdine term “field study” may be used
interchangeably with the term “empirical studyfemring to research involving gaining
knowledge by means of empirical observation or @gpee. Following the distinction
proposed by Jabbour (2013), it is important toifsldhat in this research the term “field
study” refers to the choice of methodology, whhe expressions “empirical study” or

“empirical research” describe the empirical studyavhole.

In this research the field study methodology is kxygd in order to explore the
diversity of configurations of airline risk managem systems and their technical and
institutional determinants. Additionally, the fiektudy contextualises the fragmented
literature findings of airline risk management pi@es through a systematic assessment
of the degree of assimilation of ERM principlesainines and, on a related note, the

developments and shortcomings of airline risk mansnt systems. Subsequently, the
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case study methodology is employed in order to @xanm more detail organisational
coupling of risk management, the links with orgati@nal logics, and the rationales for
the alignment of airline risk management systemgh wheir respective business

contexts.

Through employment of the field study and case ystugthodologies, this research
responds to the calls for organisational studiesm@nagement control systems,
exploring their characteristics in wider social,ltetal and organisational contexts
(voiced, for example, by Arena et al., 2010; Pova&Q9; Mikes, 2009; Muralidhar,
2010; Altuntas, 2011; Ahrens, 2010; Baxter and CR088). Particularly in the field of
ERM previous research often explored adoption &f tisk management approach and
its driving forces, organisational configurationsida effects on organisational
performance by employing the survey methodology. (Beasley et al. 2005, 2008;
Paape and Speklé, 2012; Liebenberg and Hoyt, 2@@@ach and Warr, 2010;
Desender, 2007; Gordon et al., 2009). The podittvegpproach of surveys was often
used for collecting data through questionnaires sindctured interviews, with the
purpose of making statistical inferences about faifmns (Babbie, 1990). The survey
methodology allows for studying larger samples, iydtas the negative point of not
being able to provide a complex picture of the ®ddphenomena, for it misses
contextual interpretations of research findings.evRius, survey-based studies
demonstrated the rules of risk management systemtshey failed to demonstrate the
enactment of routines by organisational actors,cirestellations of employees, their
risk management logics, and the influences of asgdional and cultural contexts. The
questions which this research aims to address reeqiie study of airline risk
management structures, practices, rationales, aed tnstitutional and technical
determinants in wider organisational contexts wluahnot be captured through surveys

within the limitations of time and resources.

4.3.1 Field study

The field study methodology chosen for conductingpat of this research was
originally proposed by Merchant and Manzoni (198Bhis methodology involves
conducting several limited in-depth studies at a-ramdom selection of sites (Lillis and

Mundy, 2005). The field study methodology exploits,some extent, the breadth and
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depth of research usually associated respectiveiyh wurvey and case study
methodologies. As explained by Lillis and Mundy @80 p. 127, and based on research
of Eisenhardt, 1989, and Aherns and Dent, 1998)d fstudies “draw on a larger
number of observations than in-depth case stubigs;an also deal with more complex
‘how’ and ‘why’ questions than survey approacheghe field study methodology
allows for deliberately focusing on selected reidgvaelements of airline risk
management systems, while the focused versus camsplely of the phenomenon is
offset by extending the sample of participatingasrigations.

According to Lillis and Mundy (2005), the field styimethodology is best applicable to
research contexts where there exists significaetrth but there is still doubt about the
empirical interpretation of the constructs on whittke theory is built, and the
relationships between such constructs or their Boabi interpretation. This
methodological approach is especially applicablexgloring new and developing areas
(Klein and Myers, 1999). Critique of the existingademic literature in the fields of
ERM and airline risk management systems conveyetthenprevious chapters of this
thesis points to frequently occurring simplified aetling of risk management systems
in empirical studies, and failures to identify inmfamt intervening factors in such
simplified models. The critique also reports on kpens with definition and
measurement of theoretical constructs, partlykattable to their highly contextualised
nature; for example, conceptualisation of determimaof complex and highly
contextualised risk management systems in orgamisats often reduced to a limited
number of simple constructs. As argued by Lilliglaiundy (2005), the field study
methodology can improve understanding of theoretioastructs studied empirically.
Field studies pay attention to contextual influencethe constructs, yet they also allow
for detecting cross-case patterns in issues thatdvaherwise be masked in extensive
case study write-ups. Through investigating thedefined constructs such as risk
management rules and routines, institutional presswor contingency factors in
organisational settings of airlines, the theorétoenstructs are empirically refined. The
refinement is achieved by combining contextual ripretation of the theoretical
constructs with their replication in different caseln addition, the field study
methodology allows for investigation of homogenestyd variations in a practical

interpretation of theory-defined constructs. Crosgganisational verification of
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theoretical constructs improves credibility and e@atisability of the field study
findings (Lillis and Mundy, 2005).

Conducting only a limited number of in-depth cael®s in the course of this research
would similarly allow for documenting the rationalenderlying the organisational
dynamics of risk management systems of airlinesyawer, it would fail to provide
evidence on cross-organisational patterns betwadnphe airlines. On the other hand,
the survey methodology applied to this study waalldw for increasing the sample of
airlines, but it would omit contextual explanation$ the findings such as causal
reasoning of individual actors, organisational ¢sgior the effects of contingency and
institutional factors on airline risk managemensteyns. The field study methodology
applied to exploring of airline risk managementtsyss allows for making theoretical
generalisations in much the same way as a casg stetthodology, while the relevance
of such generalisations is improved by drawingiodifgs from multiple organisations;
this also facilitates identification of patternsempirical observations which improves
the validity of findings, and allows for detectimgriations between the investigated
factors in different organisations. The aforememid arguments indicate
appropriateness of the field study methodologyctorducting the research, attending to
the objectives stated for this research and tdftberetical propositions informing this
research. Finally, concerns regarding the chosdhadelogy are addressed in detail in
the forthcoming section 4.7 of this chapter, whiaretations, validity and reliability,

and quality of the field study research are adawekss

4.3.2 Case study

Complex social phenomena and processes requirktgpth descriptions are often
recommended to be explored with the interpretivéhoaology of a case study (Yin,
2009). Yin (2009) suggests employing the case stugyhodology for examining
contemporary events over which the researcherittigsdr no control, especially when
the ‘real world’” context of the phenomena is impatt The scholar also advocates
suitability of the case study methodology in stidyihe phenomena which are best
addressed with ‘how’ and ‘why’ questions. Case igsidocus on understating the
dynamics of phenomena within a particular contexitile they concentrate on a limited

number of units of analysis (Eisenhardt, 1989). Thee study methodology implies
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collection of in-depth, contextualised data on timits of analysis. Data is collected
through multiple means such as interviews, obsemvatarchival records and other
documentary evidence (Eisenhardt, 1989). Case estualie applicable for providing
descriptions of phenomeni@sting theory or generating theory (Eisenhard89) Case
studies are especially recommended for researchingelon prior theoretical
propositions which guide data collection and anajyshile through their confirmation,
modification, or rejection, analytic generalisasoran be drawn (Yin, 2009). Through
an in-depth analysis of phenomena within its cogxsetting, case studies explain
complex causal links which cannot be featured thihoather, especially positivistic,
approaches such as surveys (Yin, 2009). Underabe study approach, phenomena can
be investigated through single- or multiple-casaligts, while in the case of the latter,
cross-case conclusions can be drawn about the pter@and surrounding reality.

As previously outlaid, the field study methodologgs employed in order to address
some of the questions stated for this researchases where identifying cross-
organisational patterns was especially benefitlalvever, in order to address in full all
research questions, the case study methodologyaddisionally introduced into this
study. Employment of the case study methodology peaticularly determined by the
need to explain, in detail, organisational coupliigrisk management in order to
understand organisational logics and rationaled, tanexplore the alignment of risk
management system configurations with airline cdauot settings. Combining the field
study findings with more detailed, contextualizetlgsis of airline risk management
systems through case studies provided richer, nmedepth data on the investigated
phenomena. The highly complex, contextualised amdeenporary nature of the above
mentioned aspects of the risk management phenonfeémwith the features of the case
study methodology. Applicability of the case studgthodology to this research is also
related to the reliance of this study on the thecabframework developed in Chapter
3. Institutional studies of management control eyst and risk management systems in
particular were often conducted through case ssu(keg. Arena et al.,, 2010, 2011;
Brignall and Model, 2000; Covaleski et al., 1998jrSet al., 2002; Granlund, 2001;
Modell, 2001); employment of case studies conducteder the contingency theory
perspective is less significant, yet the few ergststudies offer valuable insight into
management control systems and risk managememrnsyge.g. Woods, 2009, 2011).

Different types of case studies have been condugtethe management control
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discipline, such as exploratory, explanatory, desge, experimental, or illustrative
(Ryan et al., 2002). The case studies conductetthignresearch combine to certain
extents elements of exploratory and explanatorglies; they explore characteristics of
the risk management phenomena in the analysed ;cHs®g further explain the

relationships between the risk management systaohthair contextual settings.

4.4 Definition of units of study

The interpretive approach guiding this researchgesty employment of purposeful
sampling of information-rich units of study (YinQ@9). Purposeful sampling involves
using the researcher’'s judgment in selecting Haiste units of study facilitating
achievement of research objectives (Saunders et2803). Sampling, based on
dimensional lines, is usually proposed by reseaschamploying the field study
methodology (e.g. Arnold, 1970; Lillis and Mundyd5). It consists of identifying the
dimensions along which members of a relevant pajunlashould vary. The list of
relevant dimensions should serve as a samplingefifamselection of a relatively small
number of units of study from a population. Thuse tesearcher critically chooses
sampling frame parameters and selects accordingdy drganisations illustrating
features and processes of particular interestitostudy. In the cases studies, of the
initially chosen field study sample the researcblooses the units of study most
illustrative of the phenomenon to be explored.

4.4.1 Field study sampling

Since this research, among other objectives, isermed with developing guidance for
designing effective, enterprise-wide risk managensgistems in airlines, in the first
instance it may suggest selecting for the fieldeldastudy a sample of airlines which
have successfully adopted ERM principles in theigaaisational processes and
structures. However, several issues arise fronr#tignale, which are related mainly to
identifying organisations which have implementedulytr enterprise-wide risk
management systems. Firstly, determining the engsteof ERM in airlines prior to
conducting empirical research, based only on plybhwailable information, may be
problematic, especially in terms of one-dimensiotgelerminants of ERM adoption.
The ERM adoption determinants referred to in forsieidies, such as existence of a

CRO figure in organisations or an equivalent riskated position (e.g. Beasley et al.,
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2008; Pagach and Warr, 2008, 2011; Hoyt and Liebent2003, 2011)explain little
about the quality, depth, breadth, and impact ajanisational risk management
processes. Apart from that, ceremonial structuresEBM can be designed by
organisations in pursuit of compliance or othemfsrof external legitimacy, while
decoupling may occur of risk management routinemfrules. Thus, simplistic proxy
measures may fail to identify organisations whiclavenh implemented truly
comprehensive risk management systems. Similaretoncan be raised regarding
searches of publicly available information suchl@sKs, corporate websites, proxy
statements, or any other type of public announcénien affirmations of ERM
adoption. This strategy seems overly simplified, itaselies on the organisation’s
definition and perception of ERM, and again, orgations may choose to publicly
announce adoption of ERM principles in pursuit gfeenal legitimacy, yet may not
follow through with it.

Finally, it was evidenced in subject literature ttH8RM is shaped by particular
organisational settings, and translated into dsffier organisational structures and
practices (e.g. Arena et al., 2010, 2011; Mike)=2@®009); literature suggests that
organisations may adopt comprehensive approachesgsko management without
actually referring to them as ‘ERM’ (e.g. Woods12Q Additionally, public disclosure
on risk management issues may concentrate on maweagef specific types of risks,
while little data may be revealed on managing riskan integrated manner (Hoyt and
Liebenberg, 2003). Thus, judging the existence amaturity of ERM is not a
straightforward task, and a myriad of differentamgational characteristics should be
considered. There is still a vivid discussion irbjeat literature on organisational
determinants of implementation of the ERM approé&tena et al., 2010). Keeping
these nuances in mind, organisations in this rebeae selected for analysis based on

diverse criteria, not only the proclaimed or presdmdoption of ERM.

An important principle to consider is that thisdtushould benefit from variability in
risk management systems of the airlines formingddmple. Variability enriches the
findings on the contextual factors determining rmmknagement systems, and of the
possible alternatives of their organisational ogufations, while both groups of
findings can be further translated to implicatidios context-sensitive designing of

ERM systems in airlines. Similarly, findings on gitcomings and best practices of
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current airline risk management systems, drawn feariines with varying levels of
maturity of risk management systems, can be furttapitalised on in developing
implications for designing effective, enterprisedeirisk management approaches.
Following this rationale, organisations for thddistudy are chosen with the underlying
aim of promoting diversity within the sample, inmes of factors which, as explained
above, are considered likely to cause variatiorthm framings of risk management
systems of particular airlines. In order to defthmensions along which organisations
forming the sample should vary, the researcherrnedle in broad terms, to the
constructs of the theoretical framework (ChapteraBg specifically to the typology of
the contingency factors presented therein; thusjpBag in this research can be
considered as theoretically grounded. Firstly, tharacteristics of airline business are
selected pertaining to two different categoriesaftingency factors outlined within the
framework. The two dimensions guiding selectioriha sample in this research are (1)
size and complexity of organisational structuresaifines, and (2) location of their

businesses.

Firstly, size and complexity of organisational stuwres (1) pertain to the group of
‘organisational’ contingency factors defined withire theoretical framework. Size and
complexity of organisational structures were prowedbe positively correlated in
organisations (Beck et al., 2006), and thus in thsearch each of these organisational
features is regarded as an indicator of the othieite they are both classified under the
same dimension. Business models adopted by airlileésrmine the complexity of
organisational structures and, among them, corp@avernance structures (Alves and
Barbot, 2007). Previous studies showed that contgled governance structures is
often related to comprehensiveness of risk managersgstems in organisations
(Beasley et al., 2005; Hoyt and Liebenberg, 20The researcher is interested in
examining contrary cases of airlines with complag aimple organisational structures
of the risk management function. Secondly, locatiérthe business (2) conditions to
some extent the contingency factors classified iwithe theoretical framework under
the category ‘general environment and industry’rlidés operating in different
geographical markets are subject to different r&tguy frameworks and different types
of risks, both of which affect the framings of riskanagement systems. Therefore, this
research aims to examine risk management structidiraslines operating in different

geographical markets. Since a majority of airlimesvadays conduct international
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operations, origins of the airlines and locatiofsheir headquarters were regarded as

indicators of their prime locations.

The third category of contingency factors outlineithin the theoretical framework is
related to the organisational ‘risk profile’, arsdpartly affected by the factors pertaining
to the two aforementioned categories. Airline ipskfiles are influenced by their intra-
organisational characteristics and by external renments in which organisations
operate. This group of contingency factors is mopleyed as a separate criterion for
selecting the field study sample, as the typolodyrisks faced by particular
organisations is difficult to define based on pclgliavailable information prior to
actually conducting empirical research within onigations; a sampling criterion
derived in this manner would not be regarded aBleiginally, the researcher defined
an additional dimension along which airlines in Haenple should vary (3), namely the
perceived comprehensiveness of the risk managesystéms. The researcher was
interested in examining the risk management strastwf airlines with proclaimed
comprehensive risk management systems, in adddiairlines where risk management
systems are expected to be less advanced. Thelyingedea is to examine, in both
cases, the organisational designs of risk managesystems and their determinants,
with special emphasis placed on the airlines whadopted mature and advanced

systems.

In total, ten airlines were selected in order ttaoba heterogeneous sample, diverse in
terms of geographical locations, organisationasiand complexity, and the perceived
advancement of their risk management systems. dsedrby Lillis and Mundy (2005,
p. 122), this sample size is appropriate for capiufcross-case patterns in specific
issues”. Furthermore, studies of Merchant and ManzZd989) and Bruns and
McKinnon (1993), which also draw on the field studyethodology, were conducted
based on samples of similar size (12 organisatioi®th studies). Organisations were
selected according to the discussed criteria, basgalublicly available information. In
total 19 organisations were invited to participatéhis study, out of which, as indicated
above, ten organisations agreed to cooperate txi@mmt which allowed for collecting
satisfactory amount of empirical data. The chosamping strategy maximised the
likelihood of collecting meaningful data on the mdbs of interest. Due to the

variability within the sample, observations werpaated under a variety of conditions,
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which additionally promoted making sound inductinterferences. The following table
(Table 4-1) provides a summary of relevant chareties of the airlines participating

in the field study.

Table 4-1: Airlines participating in the empirigalsearch

Airline @ Organisational ,\R/llj:
Code L ocation Size® agem<(esr)1t
Appr cach

Alpha-1 Confidential Large ERM
Alpha-2 Confidential Medium ERM

Beta Confidential Medium Traditional
Gamma Confidential Small Traditional
Delta Confidential Small Traditional
Epsilon Confidential Medium ERM

Zeta Confidential Large ERM

Eta Confidential Medium ERM
Theta Confidential Medium ERM

lota Confidential Medium ERM

Due to the confidentiality terms safeguarding tlggeaments with the participating
airlines (addressed in section 4.6), this reseanast not reveal the identities of the
organisations nor any data which might easily sagtiesir recognition.

(1) There is only a limited number of airlines hgaartered in particular countries;
therefore, revealing locations of the headquartdrghe participating organisations

might be prejudicial to safeguarding the confidalityr of their identities.

(2) The sizes and complexity of airline operatiovexe defined for the needs of this
research by the simple proxy of passengers camie&13 by the particular airlines.
Airlines classified as ‘large’ carried more than &tlllion passengers, ‘medium’-

between 30 million and 10 million passengers amadlf/, ‘small’ — less than 10 million

passengers.
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(3) The perceived state of advancement of the makagement systems of particular
airlines was simplistically categorised for the adef their presentation in this chapter
as ‘ERM’ — referring to airlines which publicallyhdicate adoption of ERM, and
‘traditional’ — referring to airlines which do netaim in publicly available reports the
adoption of ERM.

4.4.2 Case study sampling

Scarcity of empirical research of organisationalMERynamics in airlines contributed
to the choice of the case study methodology fonasepth analysis of a particular case
in which ERM is considered to be at an advancedlléhe selected case, code-named
Alpha, comprises a pair of airlines, Alpha-1 angtd-2 forming part of a holding
which also forms part of a large, multinational @pf organisations. The first part of
the empirical research, the field study, revealatiunity of the ERM systems adopted in
Alpa-1 and Alpha-2. The two airlines were analygadtly with their holding company
due to the fact that these organisations operalerum consolidated ERM system. This
definition of the unit of analysis allowed for eapling how the risk management is
structured across the group of organisations, Bpegicross-organisational division of

responsibilities and accountabilities, and the repg links.

Additionally, attending to the research questiomiiring about the alignment of airline
risk management systems with contextual forcessaailby regarding adoption or non-
adoption decisions of ERM, the second case studylwmed in the course of this
research comprises an airline whose risk managesystem was assessed in the course
of the field study as advanced, yet which doesctaoin adoption of ERM. The airline

is code-named Beta and forms part of a large aigdiroup. Although risk management
systems of the Alpha and Beta airlines were asdessadvanced, the two cases present
contrasting characteristics of proclaimed adoptiand non-adoption of ERM.
Therefore, this deliberate combination of casessduoa& seek direct replication, but
rather an extension of the perspective on the@letmncepts and the practices that may
advance the risk management discipline, even tholuggyh may not be denominated as
ERM or may be performed outside of the risk managerfunction (Kaplan and Mikes,
2014). Furthermore, analytic conclusions drawn fronultiple cases versus an
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individual case are considered more compelling ijdeand Blackstone, 1983, cited in
Yin, 2014).

4.5 Resear ch methods

According to Geertz (1995), in interpretive resbawhere the field is regarded as a
social reality, the field can only be understoodtiis defined with reference to a
theoretical framework. Thus, requirements for catidlg empirical research are
derived from the basis of the theoretical framewddveloped for this investigation
(Chapter 3), combining theoretical tenets of thestiintional and contingency
perspectives. As discussed in section 3.3 of Chaptehis research conceptualises
organisational dynamics of airline risk managemegstems under three broad
categories of theoretical coordinates, namely ocdrdad rationalities, risk experts and
risk management technologies; this typology wapired by the research of Arena et
al. (2010) and Tekathen and Dechow (2013). Cordexk rationalities are concerned
with external and internal, and both technical anstitutional, motivations for adoption
of particular designs of risk management systenarlimes. This concept also refers to
the way organisations conceptualise uncertainty irisks comprising their risk
portfolios. The concept of risk experts refershe toles and responsibilities assigned to
organisation members involved in conceptualising) @ontrolling risks. The concept of
technologies denotes the complex set of rulesimesitand tools (instruments) enrolled
in management of risks. Risk experts and technetogcombined constitute

organisation-specific “risk management mixes” Mike2809).

The field study and case study methodologies chftsahis research are well fitted for
examining the above discussed intricacies of a&rlisk management system designs,
their determinants and the surrounding contexts.pigoal research methods
encompassing strategies for collection and anabfsdata (Collis and Hussey, 2003),
are chosen in this research to fit with the reqessof the field study and case study
methodologies, for “specific research methods midhe used for different
methodologies” (Ahrens and Chapman, 2006, p. 8Z&g interpretive approach
guiding this research relies on words rather thagwantification in the data collection
and analysis, and guides the researcher in satedfo methods to empirically
investigate the studied phenomena (Morgan and 81jrt980).
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4.5.1 Data collection methods

This research falls into the realm of cross-sedti@tudies, for the data was collected
from a sample of organisations within a periodtoeé months; evolution of data over
time is not considered in this study. In the cowséoth the field study and the case
studies, data on the risk management phenomendlimes was collected through
multiple means according to their capacity to esttdata of a qualitative nature, for the
interpretive approach seeks to “describe, translateotherwise come to terms with the
meaning, not the frequency of...phenomena in theaboorld” (Van Maanen, 1983, p.
9). Data was collected principally through semistured interviews, due to their
potential to generate qualitative, contextualisathdUnder the interpretive paradigm
adopted for this research, interviews were employedorder to comprehend
interviewees’ views of the nature of managementtrobnn relation to their work
(Ahrens and Chapman, 2006); the interviews werd asea means for expressing social
reality, rather than clarifying objective realitpl¢esson, 2003). Data collection was
extended to include publicly available data, suglc@porate reports accessible through
airline websites or publications issued throughotes industry-related organisations. In
the airlines participating in the two case studiesta collection was further
complemented with internal documentary evidencéd sag risk management policies,
procedures, and management reports. Additionadllg, management tools, such as risk
management software, corporate risk registers, r&sld maps and matrices, were

reviewed.

Semi-structured interviews

Any attempt to investigate in detail airline riskanagement systems would inevitably
fail to cover many issues due to time constrainteitihg availability of the
interviewees. Thus, the multiplicity of issues tethto airline risk management was
brought down to a limited number of themes drawsmfrthe theoretical framework
informing this research, and a series of desceptiopen-ended questions was
developed. Appendices A and B offer an introductimrhe interview guideline. Prior
to conducting interviews with the selected profesals from the sample of airlines, a
pilot study was conducted with a total of three deraics and risk management
professionals from unrelated organisations. Thetstudy allowed for refining the

questions in order to elicit more relevant inforimat ensuring clarity of wording of the
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questions, and adjusting the duration of the im¢evs to the busy schedules of the

interviewees.

Interviews with selected airline professionalshaitgh informal, were guided by a pre-
designed schedule, and therefore they were not lebehp free-flowing. The approach
to stating questions in the interviews was largepen-ended, which provided a
gualitative component. This interview format faeted discussion of the issues which
were of particular concern to the interviewees atidwed for the generation of
supplementary questions. This choice of interviewcsure also allowed for modifying
the order of the questions according to the flowcohversation, and paying extra
attention to the topics which were of special ies¢rto either of the parties (Creswell,
2009). Due to the inductive nature of this emplriesearch, the interviewees were
encouraged to wander freely in their responsedjtéding emergence of new lines of
discovery that could not be anticipated ex-antee Tdsearcher followed interviewing
technigues recommended in previous research (eagnabuss, 1996) in order to
facilitate rapport and unconfined flow of informati Limiting the researcher’s role in
steering interviewees’ narratives helped to minenissearcher bias in the collected
data. In the data collection process, factual desons of the components of airline risk
management systems were differentiated from irder@es’ personal views of their
appropriateness, influence and usability. The unters, guided by the earlier discussed
theoretical coordinates, allowed for exploring indual interviewees’ roles and
responsibilities in the risk management process, karowledge and perspectives of

organisational risk management structures and psese

The majority of interviews were conducted indivilyaallowing for recording of
individual interpretations; in the airlines partating in the case studies informal
discussions were additionally conducted, involvgrgups of airlines’ members. The
interviews were conducted face-to-face, via teleghmr using web-based conference
tools, depending on interviewees’ location and gregices; the use of web-based
conference tools and telephone allowed for intevirig airline representatives from
various geographical locations. The interviews weosducted in three different
languages depending on the interviewees’ prefesgngbat facilitated expression of
ideas unrestricted by language barriers. Intengestions were prepared according to

the desired duration of the interviews. Interviemith the top management members to
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be conducted in the field study and in the casgiesuvere designed to be held for up to
40 minutes. Interviews in the case studies withdi@icand lower management members
were designed to be held for up to 30 minutes. Heweduring the course of the
interviews, in the majority of cases, the partiofzaengaged in longer discussions
beyond the expected timeframe, reaching up to 9tut@s in the case of face-to-face
interviews. In the airlines participating in theseastudy research the semi-structured
interviews were often complemented with a lesscttined discussion with the most
informative interviewees, and with their colleagwd®o the interviewees often referred
the researcher to during the visits to their presyipresenting them as knowledgeable

of the specific topics of interest to the researche

The collection of empirical data was conducted oafter ensuring participants that
their responses would be treated as anonymous arfdlential, respecting the terms
and conditions of non-disclosure agreements signdd the individual organisations.
Ensuring anonymity and confidentiality is believiedhave improved the accuracy of
the findings from the empirical study. Rich, quati¥e, non-standardised, descriptive
data was collected in the interview process. Neaillyinterviews were digitally
recorded with prior interviewees’ permission, ahdr transcribed verbatim in order to
ensure accuracy and facilitate further analysisjlenvin several cases interview
summaries were reviewed by their respective infosiaAdditionally, notes were
taken during the interviews, and major ideas ougfimbs were written up in more detail
immediately following the interviews. During thec&ato-face interviews the informants
often supported their responses by presenting dectary evidence, software, or tools
they used along the risk management process.

Selection of interviewees

Within the chosen airlines the researcher initi@fyproached their most informative
members, with high levels of responsibility and aetability for risk management,
whose knowledge and experience were most relewanhis study, and who were
believed to provide the most valuable input. Treeagcher believed that in order to best
investigate diverse aspects of airline risk managemystems it was necessary to reach
professionals from the top organisational leveloived in the development of risk

management strategies, and/or performing oversiggt the risk management function.
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Online research was conducted in order to ideritify target group of professionals
from the selected sample of organisations, andr thentact data. Additionally,

recommendations of airline professionals and tbentact details were shared with the
researcher through networking. Initial contactsenvestablished via emails and phone
calls inviting the professionals to participatethis study. Repetitive follow-up contacts
were made via emails and phone calls. Referral bBagwwas also used in this study, as
the interviewees indicated other knowledgeable gmsibnals from within their

networks in their respective organisations.

As previously explained, seven of the ten approdcidines participated solely in the
field study, while the remaining three airlines tgapated additionally in the case
studies. With regard to the airlines participatinghe field study only, the researcher
interviewed some of the most knowledgeable airtimembers with regard to the risk
management functions of their respective orgameatimainly responsible full-time for
coordinating or facilitating the risk managementdtion; in the organisations where the
risk management function was performed on a pamr-tbasis by their members, and
which lacked dedicated risk management positidmes,résearcher interviewed diverse
professionals knowledgeable about the risk managemsgstems of their respective
organisations. In the course of the field studyween one to three professionals were
interviewed in particular organisations; if, aftbe first interview, not all the questions
had been fully answered, other professionals wése iavited to participate until a
satisfactory amount and quality of data had bedteated from each organisation.
Upon completion of the field study, the empiricebearch was extended by two case
studies which engaged multiple members of the s=learganisations, both performing
the risk management function on a full-time andtqiate basis, such as risk
management professionals, members of executive dtees) top management, heads
of the Internal Audit, Safety, Finance departmerasid others. Not only top
management professionals, but also middle and lon@nagement and operational
positions were involved in the case studies; thas Wue to the need to understand the
embeddedness and awareness of the risk managenraiplps across organisational

hierarchies.

Table 4-2 provides a tabular overview of the inmees and the positions they held

within their organisations. The interviews variagngficantly in length and quality of
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the information they provided, which was mainly dioned by interviewees’
expertise and experience in the subjects of intecethe researcher. With the aim of
safeguarding the undertakings of the aforementiovmddisclosure agreements signed
with the airlines participating in this researche ttitles of the positions held by the
interviewees were purposely changed in such a wahat they only generally reflect
the functions performed by particular individudaie to the specificity of some of the
original job titles held by the interviewees, relueg them might facilitate identification
of the airlines under study.
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Airline Code Interviewee Code Abbreviated Code

Alpha-1, Alpha 2,
Alpha holding
company

Beta

Gamma

Delta

Epsilon
Zeta
Eta
Theta
lota

Member of the Management Committee
Chief Risk Officer

Treasury and Risk Manager
Safety Risk Manager

Safety Risk Manager

Director of Risk and Compliance
Manager of Structured Finance
Manager of Structured Finance
Structured Finance Specialist
Strategy and Development Analyst
Transtition Specialist

IS Manager

Internal Audit Specialist

Ground Operations Officer

Chief Financial Officer

Head of Internal Audit
Director of Compliance
Director of Treasury and Risk Management
IT Director

Head of Safety Systems
Internal Audit Specialist
Internal Audit Specialist

Fleet Financing

Structured Finance Specialist
Maintenance Manager

Flight Safety Manager

Chief Financial Officer

MCM-Alpha
CRO-Alpha
TRM-Alpha
SRM/1-Alpha
SRM/2-Alpha
DRC-Alpha
MSF/1-Alpha
MSF/2-Alpha
MSF/3-Alpha
SDA-Alpha
TS-Alpha
ISM-Alpha
IA-Alpha
GOO-Alpha

CFO-Beta
HIA — Beta
DC-Beta
DTR-Beta
ITD-Beta
HSS-Beta
IA/1-Beta
IA/2-Beta
FF-Beta
SF-Beta
MM-Beta
FSM-Beta

CFO-Gamma

Representative of the General Director for Network

Planning
Chief Commercial Officer

Operational Research Project Manager
Head of Risk and Compliance

Risk Management Director

Manager of Risk and Compliance
Senior Corporate Risk Officer

Risk Management Coordinator

RGD-Delta
CCO-Delta
ORM-Delta
HRC-Epsilon
RMD-Zete
RCM-Ete
SCRO-Theta
RMC-lota
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4.5.2 Data analysis methods

The methods of data analysis were selected acgptdihow suitable they were to the
study conducted under the interpretive paradigm.iductive approach, associated
with the interpretive paradigm selected for thisdgt was adopted in the analysis of
empirical data. The inductive approach was assatiay Creswell (2009, p. 174) with

generating themes and patterns by categorisinddteeinto “increasingly more abstract
units of information”; the inductive approach atfgsto “ground science in observation
and not purely logic”, for logic is concerned widleduction of statement from other
given statements. According to Chalmers (1996)| that logic can offer in this

connection is that if the premises are true and dhgument is valid, then the

conclusions must be true. But whether the prenasedrue or not is not a question that
can be settled by an appeal to logic. An argumantlze a perfectly valid deduction
even if it involves a false premise” and thus “stifec knowledge cannot be derived

from the facts if ‘derive’ is interpreted as ‘loglty deduce’. The interpretive paradigm
proposes inducting theory from observation, yeabknowledging that the researcher’s
perception of the observed facts is affected byiptes theories. A narrative approach
was adopted to analyse open-ended interview qussti€ontrary to the realist
approach, which treats respondent accounts as tepeesentations of reality
(Silverman, 2010) and which is more typical of pestic studies, the narrative

approach explores individuals' subjective percegstiof reality.

Techniques of organising and analysing data

Organisation and interpretation of rich data caéldcthroughout the field study and
case study stages was undertaken in a rigorousysmteématic manner. Data collection
and analysis were conducted simultaneously duhiagrtterview stage. Interviews were
transcribed verbatim and data was continuouslyereed and coded. The overall
interpretive paradigm adopted in this study, anel réquirements associated with the
objectives of the empirical research phase, detexthanalysis of data by employing a

selection of non-quantifying methods.

The analysis of qualitative data was conducteaum fnain stages as proposed by Miles
and Huberman (1994): data reduction, data disglayclusion drawing and verification

of the validity of the conclusions. There are twitermative approaches for coding
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interview data: free-coding unconstrained by ptlerory and deriving codes based on
theoretical constructs (Malina and Selto, 2001).Mikes and Huberman (1994, p.56)
noted, “codes are tags or labels for assigningsumitmeaning to the descriptive or
inferential information compiled during a study.des are usually attached to ‘chunks’
of varying size — words, phrases, sentences or evparagraphs”Since prior to
analysing the data the researcher developed aetierframework, interview data was
consequently coded, using non-numeral methods,ruhe@ecategories pre-defined in
the theoretical framework and synthesised by tlasvihg together of relevant themes
and concepts, following the recommendations of ¥2009), Miles and Huberman
(1994), and Strauss and Corbin (1998). Axial anecsige coding was applied to detect
emergent themes pertaining to particular theoretiategories, to make connections
among the categories, to summarise them into thearas$ to refine them around
explanatory concepts. Such synthesis of data atlofee comparing it with previous
findings collected in the desk research stage angarticular, contrasting it with the
theoretical background. Besides the codes derivath the framework, “free” codes
were further developed as suggested by additiapats which emerged from the data,
permitting empirical flexibility and revision of ¢hexisting theory (Malina and Selto,
2001).

The two data analysis techniques, deriving a matiixcategories according to
theoretical concepts and constructing a descrigtesmework of new topics emerging
from the data, are reflected in the explanatorylegbory character of the forthcoming
Chapters 5, 6, and 7, which report the empiricah deom this research. The use of
gualitative coding techniques promoted completersess rigor of the analysis and
provided useful audit trails through multiple seswf data. Based on the theoretical
framework developed for this study and literatuesiew, the researcher suggested
explanations for particular features of the obsgérpkenomena of risk management in
airlines. In the process of theorising (Morse, )9%aks were made with the existing
theory, and in the process of induction the themag extended and refined with new
developments. The following table 4-3 presentsifoeess of organisation and analysis
of empirical data. Additionally, Appendix B to thisesis presents general categories of
a coding scheme.


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

106

Table 4-3: Organisation and analysis of empiricahd

2a

2b

6a

6b

©

10

Organisation and analysis of empirical data

Field Study

Explores: 1) diversity of configurations of airline risk management systems, 2) their technical and institutional
deter minants, 3) assimilation of ERM principlesin airlines

Publicly available data
Review of publicly available data regarding orgati@al risk management systems

Interview data

Data reduction: Coding of interview data (codeswderifrom theoretical framework,
free coding, axial and selective coding)
Discarding irrelevant data

Data display ~ Organising data into themes

Verification Constrasting findings from differeratd sources
Drawing conclusions

Case Study

Explores: 1) organisational coupling of risk management, 2) the links with organisational logics, 3) the
rationales for the alianment of airlinerisk management systems with their respective business contexts

Publicly available data
Review of publicly available data regarding orgati@al risk management systems

Interview data

Data reduction: Coding of interview data (codeswaerifrom theoretical framework,
free coding, axial and selective cod
Discarding irrelevant data

Data displa  Organising data into thernr

Internal documentation
Analysis of risk management policies, procedurad,raanagement reports

Risk management tools and technologies
Review of risk management software, corporatergsfisters, and risk maps and

Verification Constrasting findings from differerat. sources
Drawing conclusions
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4.6 Ethical consider ations

Conducting research with human subjects may pdseaéttoncerns regarding the well-
being of the participants. The following discussmntemplates various ethical issues
related to participation in the empirical studynfidentiality of data, anonymity of

informants and their respective organisations, seclrity of the collected data. The
Research Ethics Committee of the Brunel Busineb®@aapproved on the procedures

of the empirical research, which were later metiasly followed by the researcher.

Participation in the study was voluntary. Infornmsamtere provided upfront in writing
with a brief overview of this research, informatiom the requirements for participation,
description of the data collection process, ang there assured that the data revealed
in the course of their participation would be cdefitial. Participants were informed of
their right to refuse to complete the study at point or to answer any questions with
which they might feel uncomfortable, and to applo#te researcher with any doubts
they might have. Permission was obtained from tiiermants relevant to the use of
any data which was not publicly available sharedtiwm in any forms other than

verbatim.

This research respected informants’ right to caftéality and anonymity. Empirical
data was collected only after ensuring the informathat any type of publication
drawing on this study would not reveal any dataclvhinight allow the readers to
deduct informants’ identities or the identities tbeir respective organisations. Thus,
informants to this study and their respective orggtions are referred to in this thesis in
a codified manner. Non-disclosure agreements wigreed between the researcher and
the organisations participating in this study, assuthat confidential data would be
accessible only to authorised members of acadesiitutions assessing this research.
The researcher ensured security and confidentialfitgmpirical data by employing
diverse measures. The encrypted data is storedassword-protected devices. The

transcription of all interviews was carried outthg researcher.
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4.7 Limitations of the field study and case study research, and reliability and

validity considerations

Adoption of the interpretive research paradigm abaais for this study, and the
subsequent choice of the field study and case studthodologies, allowed the
researcher to fully explore the research queststated for this study. However, the
chosen methodological approach entails a serieson€erns relating to validity and

reliability of data collected in the course of thesearch and the findings it produced.

This interpretive research aimed to provide crediatcounts and understanding of
airline risk management systems, by applying cofeacedures in response to research
guestions and to produce convincing accounts asngulication of the research.
Reliability of findings in this context can be clemiged with the question, if based on
the collected data, repeated assessment woulddgrdéividings consistent with the ones
initially delivered. Although reliability tends tde low in interpretive studies, the
researcher undertook efforts to conduct the rebgamacess in a systematic, rigorous,
and well documented manner, and thus to assuibilély of this study. A consistent
data collection protocol was employed in collectawja from different organisations.
The data analysis framework was described in tefnesding procedures. The research
procedures were duly reported and documented,intignview protocols and transcripts
available for an independent review. Considerirgyitherpretive nature of this research
exploring social reality surrounding the risk ma@@agnt phenomena in organisations,
the researcher interacted with representativefi@fotganisations participating in this
study and thus cannot be regarded as a neutrah@mdlent observer. In response to this
concern, this research employed various means tgata the data and researcher
biases in interpreting social reality. Multiple soes of evidence were collected and
contrasted; interview data was corroborated withltipla types of documentary
evidence. The triangulation of data improved carcdtvalidity of this research. Finally,
by employment of the field study, apart from thesecastudy methodology, the
methodology bias was naturally reduced; the fietiddg methodology chosen for
conducting this research benefits, to some extent) the breadth and depth of studies

usually associated with alternative methodologuehsas case study and survey.
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Table 4-4: Triangulation

Triangulation

Field Study Case Study

Data sources: Verification of consistency of data proceeding from:

Interviews Interviews: contrasting opinions of multiple
organisation members at different organisational
levels

Publicly available data: corporate reports accesstublicly available data: corporate reports accéssib
though airline websites or publications issued though airline websites or publications issued
through various industry-related organisations through various industry-related organisations

Internal documentation: as risk management palicies
procedures, and management reports

Risk management tools and technologies: risk
management software, corporate risk registers, and
risk maps and matrices

Theory/ perspective : Data examined and interpreted from contingenegrihand institutional theory
perspective

M ethodology: Field study combined with a case study in ordea)tverify and b) extend findin

Validity is concerned with the extent to which thesigned research process allows for
assessing what it meant to assess and what iseddoy the researcher, and the extent
to which it accurately reflects the state of rgahtalidity can be considered in terms of
internal and external validity (Yin, 2009). Intetwalidity is concerned with legitimacy
of results deriving from adopting accurate sampte diligent data collection and
analysis protocols. The internal validity of thisidy was assured by conducting the
research based on a carefully selected sampleyyaagplying appropriate and diligent
data collection and analysis procedures. By apglyire interpretive paradigm to this
research, rich, contextualised insights were etg¢thon the investigated phenomena.
The researcher embraced and became involved incahéext of the phenomena,
assuring that findings properly reflect the contieain which they are drawn. Although
interpretive research may be criticised for podinitgon of theoretical grounding and
fuzzy definition of research protocols, which posesacerns for its internal validity, in
response to this threat the researcher developéwg theoretical foundation prior to
conducting the empirical study, and identified thenstructs in the theoretical

framework which were to be investigated empiricallyclear connection between the
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interview protocol and the theoretical constructaswassured, adding rigor to the
analytical procedures and assuring data was cetlegithin a tightly defined domain.
Meanwhile, the research protocol still allowed fmapturing contextual variability
related to particular theoretical constructs. Limkithe analytical procedures to theory
promoted “completeness” in assessing the construttsrelation to the cases
investigated, which additionally improved credityilof data (Lillis and Mundy, 2005).
Apart from constructing the research protocol, tegocal constructs were used in this
research to guide the data analysis process, sacltoding of data and their
arrangement into themes. Such analysis allowednf@rpretation of data based on
existing theory. Rival explanations for data werentcasted, and the researcher

additionally examined patterns in the collectechdat

External validity is concerned with generalisaliliof research findings, or their
transferability to other populations. Since intetpre studies tend to be highly
contextualised, questions may arise about the gbsaility of their provisions
(Greene and Caracelli, 1997). This limitation o€ thualitative approach generates
doubts about extrapolation of findings from quaha studies. However, Yin (2009) by
specifically referring to the case study approasigued that qualitative studies can be
generalised to theoretical propositions (analygoegalisation) rather than to broader
populations (statistical generalisation). The redea acknowledges the limitation of
the chosen methodology for conducting the empirisaldy regarding statistical
generalisation from the findings. This limitatios believed to have been partly
outweighed by providing rich and contextualisedadatich allowed for generating
patterns and concepts and for making conceptualdements in the area of airline risk
management systems. Norman (1970) argued aboutogsbility to generalise from
few cases if the analysis has captured correcity dharacteristics of the research
phenomena and generated concepts, patterns orethedrich, although generated in a
particular environment, can be transferred to otbevironments. The researcher
deliberately employed a sampling strategy which iméed variability in relevant
dimensions of the sample in order to gain a medmingbmparative of data in the
particular dimensions. Data was further analysed systematic manner, allowing for
drawing patterns across cases. Thus, the reseagalmed confidence in transferability
of the observed patterns and theoretical conceptgenciples to other members of the

population of commercial airlines. Results obtainiedm this research highlight
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important factors of organisational coupling ofling risk management systems,
rationalities behind the selection of particulaanfings of such systems, and ‘best
practices’ in the area of airline risk manageméeh&se results are relevant to other
organisational settings beyond the investigatedogam

Quality considerations

There has been growing debate within social scemegarding assessments of the
accomplishments of qualitative research (Baxter &ftua, 2008). Apart from
evaluating the reliability and validity of this sy alternative validation criteria of
particular relevance to qualitative research aresicered. In the debate on the
appropriateness of criteria for evaluating intetipee research, scholars proposed a
variety of different assessment measures suchrastitorthiness”, “methodological” or
“interpretive rigour”, or “convincingness”, argueekpectively by Stiles (1993), Fossey
et al. (2002), and GoldeBiddle and Locke (2003). The latter argued thagrmtetive
researchers can convincingly validate their insigbased on qualitative data by

adhering to the criteria of authenticity, plaustigjland criticality.

Authenticity of research refers to providing wnitteassurance of the researcher’s
genuine presence and comprehension of the invesdigiald. The authenticity criterion
was fulfilled in this research by facilitating apsils of the airline management and risk
management fields, and by providing rich descrigtiof the empirical study conducted
in the fields. Plausibility in qualitative researoéfers to providing credible, rigorous
accounts of the fields, assuring that “renditiomghe field make sense” (Baxter and
Chua, 2008, p. 104), connecting the reader withstbdied phenomena in such a way
that it facilitates easy understanding. Plausipitif this research was assured through
linking the provisions of the contingency and ingtonal theory perspectives to
interpretation of the data collected in the empiristudy and to inductive reasoning,
and assuring accurateness of the interpretatiomsrdfrom the data. As claimed by
Ahrens and Chapman (2006, p. 820), “the task ofmeoting data and theory to
compelling research questions [author: in qualiatiesearch] is a source of great
discipline”. According to Lukka and Modell (201@uthenticity and plausibility share
an ‘“intricate relationship” and are suitable ciderfor the validation of highly

descriptive and explanatory interpretive resear€imally, criticality refers to the
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imaginative possibilities which may be provokedémgpirical research, such as raising
new research ideas or questions from the rese&oliu€¢n-Biddle and Locke, 1993).
Criticality of this research was achieved by chadieg the reader to consider various
possible interpretations of data, providing guidatiwmough novel ways of thinking and

interpretation of theoretical constructs underlyihg empirical study.

4.8 Conclusions

This chapter discussed the overall philosophicalr@och and the consequent design
chosen for this research. The interpretive paradjggnceives reality as a social
construction, and thus it best fits the natureh® tesearch problem explored in this
study, defining risk management in terms of a dosileenomenon. The interpretive
paradigm and the questions which this researchsseeknswer jointly determine the
choice of the field study and case study methodetothat allow for considering the
complexity and importance of contextual issues xplaing the risk management
phenomena in airlines. The field study and casgystuethodologies are consistent with
the theoretical framework informing this researdhstitutional and contingency
theoretical perspectives provided accounts for eptualising airline risk management
structures and practices and their determinantspaovided the framing for conducting

empirical research.

The interpretive approach has often been adoptestbyglars exploring organisational
management control systems in general, and riskageanent systems in particular
from the institutional theory perspective, and ldssm the contingency theory

perspective. Notwithstanding, scarce previous rekelaas adopted the methodological
approach as employed in this study to explore asgéional risk management systems
and their determinants. The empirical study ofirarlrisk management systems relied
mostly on semi-structured interviews and documgne&idence, emphasising words
rather than measurement in the collection and aisabf data. The philosophical and
methodological choices underlying this study allder achieving a “fit”, as described

by Silverman (1993, pp. 1-2), necessary for a tatale study to contribute to the

literature.
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Empirical research conducted as described herbinyed the researcher to collect data
regarding the designs of airline risk managemesitesys and institutional and technical
determinants of such systems. Analysis of the dogbirdata, complemented with
findings from the literature review (Chapter 2)] lhe researcher to develop an ERM
framework in the airline industry, which conveysykérivers of effective risk
management in airlines. The following Chapters &né 7 present findings from the

empirical research.
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Chapter 5

Field Study: Airline Risk Management Structures, Practices, and their

Deter minants

5.1 Introduction

This chapter presents the empirical evidence frorield study undertaken in ten
international airlines. The filed study attainedth® research questions as outlaid in
Chapter 1 (section 1.6), and collected data ofnairtisk management contexts and
rationalities, risk experts, and risk managemeohnelogies as defined in Chapter 3
(section 3.3). In patrticular, the field study wascdsed on exploring the diverse
configurations of airline risk management systent their determining forces, while it
also set out to assess assimilation of ERM priesijph airlines, additionally revealing a
series of ‘best practices’ of their adopted apphneac The field study findings are
elaborated on in two case studies presented int€tsap and 7, which deepen the
understanding of organisational couplings of agrlirsk management systems and their

alignment with airlines’ respective business cotgex

A combined approach of contingency and institutigrexrspectives is applied in order
to examine the diversity of configurations of aidirisk management approaches, and
the determinants of risk management rules andnesitconstituting such approaches.
The analysis presented herein considers airlindiseircontext of a wider organisational
field (DiMaggio and Powell, 1983), comprising agdiogics and governance structures
which, in aggregate, constitute a recognised afeastitutional life. As suggested by
Scott and Mayer (1991), the forthcoming analysiasaders the interdependence of
airlines’ institutional environment and task enwvineent; the latter assigns meaning to
airline risk management structures within airlineschnical goals, and emphasises the
efficiency and effectiveness principles of orgamgsitowards achieving improved

technical performance.

This chapter commences with a cross-organisatianalysis of institutional pressures
and technical factors denominated herein as caenicyg factors, determining

organisational designs of airline risk managemerstesns. The analysis considers
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multiple institutional demands imposed on airlifgstheir corresponding external and
internal institutional environments, emanating frairlines’ broader regulatory, social,
and cultural contexts (Pache and Santos, 2010ndbhtion, the analysis considers
external contingency factors related to airline immment and the industry, internal,
organisation-specific factors, and factors reldtethe typology of risks that airline risk
management frameworks target to address. Secahdlynalysis focuses on the formal
and informal institutions at a micro-organisatiofalel (Scott, 2001), combined with
the systems of rules and routines, evidencing syaie variations between them. The
following part of this chapter introduces a critjcenulti-dimensional analysis of the
attributes of maturity of airline risk managemenstems. The final section draws
conclusions from this chapter. For the comfort led teader, the field study findings
presented herein have been summarised in tablak am extended analysis of the
findings, with supportive quotes from the intervems, is enclosed in Appendix C to the

thesis.

5.2 Determinants of airlinerisk management approaches

Following the recommendations of, among others{tSawd Mayer (1991), Carruthers
(1995), Suddaby (2010), (Gupta et al., 1994), aaxit® and Chua (2003), this section
presents the factors exerting determining power @audines’ risk management rules
and routines, by recognising the effects of botk @and institutional environments; the
institutional and technical realms are considersdiveo interdependent dimensions.
Extending the organisational analysis beyond tlelrieal aspects of environment by
including the institutional aspects, facilitatesinjag a better understanding of the
contextual requirements, and of the risk managersgstems themselves (Suddaby,
2010). The following report of field study findingonsiders an interplay of factors
which directly affect the design choices of airlngk management systems as per their
rules and routines, and the factors which driveptida decisions and implementation

of increasingly enterprise-wide risk managementagghes.

5.2.1 Institutional pressures

Under the (neo) institutional perspective, the snent is viewed as a location of
institutional rules which exert a deterministiclignce over organisational structures

and practices (DiMaggio and Powell, 1983; Meyer Radvan, 1977; Scott and Meyer,
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1983). Conformance to the institutionalised norsdelieved to produce legitimacy,
which, under the aforementioned perspective, isidemned as the main adaptive force
of organisations, regardless of whether the newbpged structures and practices lead
to improved technical performance (Castel and Feegil2004). The findings presented
in this section consider specifically the multighestitutional demands imposed on
airlines by their corresponding external and indérimnstitutional environments,
emanating from airlines’ broader regulatory, sqcald cultural contexts (Pache and
Santos, 2010).

Drawing on the concepts proposed by DiMaggio andéflq1983), who observed how
organisations within their respective organisatidieds become isomorphic with their
common institutional environment, the following & considers coercive,
normative, mimetic, institutional pressures andeotbxternal institutional pressures.
Actors within organisations act accordingly to ingional logics (Thornton and Ocasio,
1999) such as values and norms, ideas, beliefshayatler meanings systems (Scott,
2010), which influence how actors understand ggayoals of organisational strategies
and, within them, the risk management strategy,@wl uncertainty is conceptualised
in organisations. Therefore, internal institutiopaéssures, derived from institutional
logics ingrained within organisations, are alsostdered in this analysis. The following
table (5-1) provides an overview of the externatl amternal institutional pressures
which, as indicated by the interviewees, influendkd rules and routines of their
respective risk management systems (see also Appéndbr relevant interviewees’

arguments).
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Table 5-1: Institutional pressures influencingiaglrisk management systems

Pressures / Airlines Alpha-1 Alpha-2 Beta Gamma Delta Epsilon Zeta Eta Theta

External institutional pressures

Coer cive pressures

Regulatory framework X* X X X X X X X X
governing airline operations

Regulatory requirements for X* X X X

listed companies

Rating agencies assessment X* X X

methodologies

Mimetic pressures

Influence of the approach X* X X X X X X X
adopted in group organisations

Adoption of best practices of Y* X
other organisations

Nor mative pressures

Professionalization of the risk X* X X X X X
management field
Recommendations from Y* Z Y X X

consulting companies

Other external institutional

pressur es

Meeting shareholder X*

expectations

Credibility in the eyes of capital X X
providers

Internal institutional pressures

Impulses from management X* X X X
team
Organisational culture X* X X X X

X - evident - clearly stated and/or agreement on the argument between organization members
Y - not evident - contrary opinions of different organization members

Z -discarded -in the eyes of theinterviewees doesnot apply to their organization

X* or Y* - appliesto the Alpha holding company and/or the Alpha group

a) Coercive pressures

The interviewees of this field study suggestedvaatee of three major types of coercive
pressures influencing the designs of airline risknagement rules and routines. They
emphasised the influence of the regulatory fram&vwgawverning airline operations, the
regulatory requirements for listed companies, dma requirement of demonstrating

financial strength to rating agencies.
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Regulatory framework governing airline operations

Interviewees from all ten airlines pointed out tingportance of the regulatory
framework governing numerous areas of airline dpmrg; the interviewees
pointed out that the regulatory framework has arpach on organisational
structures and practices of airlines in general rfinltiple areas), and also

specifically the risk management rules and routines

Although the regulatory frameworks relevant to jgatar airlines impose standards
and requirements for multiple areas of businessabip@s, it is the air transport
associations (for example, 1ATA), rather than tlegulators, who advocate best
practices in the area of centralised managemewbigforate risks, in addition to
issuing recommendations and requirements for manageof operational, safety,
or hazard risks.

Regulatory requirements for listed companies

Evidence supporting the influence of regulatoryursgments applicable to listed
companies on airline risk management structures @adtices was found in a
cluster of both publicly traded and privately haidines - Alpha-1, Alpha-2, Beta,

Gamma, and Zeta.

The case of Beta provided additional evidence dihais concern for compliance
of its integrated internal control and risk managatsystems with the regulatory

framework, and specifically with the ICFR framework

A possibility of legitimacy motivations for develimyg auditable trails of advanced
risk management systems in organisations was i&tida the field study, which
may not be matched with organisational routiness Hn interesting notion in the
context of increasingly growing expectations of theolvement of organisational
boards in instituting sound corporate governansgesys and assuring reliability of

public disclosures of performance data.

Rating agencies” assessment methodologies

The interviews with airline representatives sugggsthat airline risk management

approaches are driven by the concern for demomgjréihancial strength to the rating

agencies.
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b) Mimetic pressures

The field study findings revealed two types of milmgressures occurring among the
airlines forming the sample. The majority of aidén demonstrated that their risk
management structures and practices have beerenctd by the risk management
approaches adopted in other organisations fronr tleepective groups. Adoption of
best practices of unrelated organisations from kb#h airline industry and other
industries was also discussed with airline repriedes, yet scarce evidence was found

for this mimetic pressure.

Influence of the approach adopted in group organtgas

Field study evidence demonstrated how the risk gpama&nt approaches of nine out of
ten airlines forming the sample were influencedtby pressures exerted by other
organisations from their respective groups. AltHowpme interviewees pointed out
synergies achieved through affiliation with airliree multi-enterprise groups and
adopting unified rules across group organisatioogntradictory opinions were

expressed by others regarding their perceived lmfsl of the alignments developed,
to varying extents, between the risk managemertesys of the investigated airlines
and their respective groups. Additionally, the highcertainty of airline business

environment was mentioned as a reason for airlinesodel their risk management

systems on those of other organisations.

Adoption of best practices of other organisations

The field study interviews provided records of vagyextents of airlines’ modelling of
risk management structures or practices on thos¢hef organisations outside of their

respective groups.

c) Nor mative pressures

The findings revealed that professionalisation e tisk management field had an
influence on risk management structures and pexiid some of the airlines forming
the field study sample. The professionalisation llesms relevant to the airlines
under study were evidenced to be primarily relat@dan increasing popularity of
normative guidance in the risk management disa@ppirovided by organisations such
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as COSO or ISO, and to recommendations from amsprart associations regarding
strengthening governance over airline risks. Therurewees also pointed to the role of

the consulting companies in shaping airline riskhagement practices and structures.

Professionalisation of the risk management field

The interviewees reported on the influence of thternational risk management
standards and frameworks such as COSO or 1SO3100@aming of the risk
management systems of their organisations; thesdmlark frameworks guided
development of organisational risk management rutesising a certain level of
coherence among them. However, the analysis shtwedrisk management routines
became institutionalised in the organisations adpgeto the requirements of their
specific intra- and extra-organisational contextsising diversity at operational and
performance level of the risk management functidhsias also emphasised in some
airlines that although the risk management modél¢heir respective organisations
incorporate general principles of such standardsfiameworks, more importantly they
have been designed to fit with the particular ms&nagement approaches the airlines
aimed to adopt. The interviewees, when asked attmutrecommendations from air
transport associations such as IATA or ICAO regagdiheir effects on airline risk
management systems, would primarily focus theipoases on issues related to
selected dimensions of risk management, such asysédtigue, hazard exposures, and
many others. Surprisingly enough, however, althougbme of interviewees
acknowledged familiarity with the recommendations air transport associations
regarding ERM, they did not indicate them as radevdeterminants of the risk
management approaches of their respective orgammsat

Recommendations from consulting companies

Representatives of six airlines reported havingnlstyised by consulting companies in
the development or optimisation of their risk magragnt systems. However, opinions
varied in respect to the usefulness and applitgbdi consulting advice, which

influenced the ERM adoption decision in airlinethea than its implementation across

the organisations.
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d) Other external institutional pressures

Apart from the trio of coercive, mimetic, and notmea pressures often discussed in
academic literature under the institutional persipec the field study signalled

relevance of additional external legitimacy pressuwhich are related to gaining
credibility in the eyes of capital providers, whihalso related to the aforementioned
findings of rating agency influences such as meeshareholder expectations or

gaining credibility in the eyes of capital provides

€) Internal institutional pressures

The interviewees indicated two additional typesindtitutional pressures, stemming
from the inside of the organisations, which areufeps from the management team and

organisational culture.

Impulses from the management team

Representatives of all the airlines from the samgli@ming adoption of ERM
mentioned in the interviews in general terms thke raf ‘tone from the top’; the
interviews suggested the importance of the comnmitroé management teams in ERM

adoption decisions and ERM implementation processes

Organisational culture

Organisational culture was evidenced in this stiedgffect the way in which airlines

conceptualise risks, form risk management ruled, emact risk management routines.
The interviewees reported on cultural influencestlodir respective countries and
organisations, as well as on the effects of instihal versus private ownership

structures, on the adoption of particular risk nggmaent approaches.

5.2.2 Contingency factors

Having reported in the previous section on theot$fef institutional environments on
the designs of airline risk management system#higisection the researcher extends
the analysis and, additionally, recognises thectsfef task environments through the
lens of the structural contingency theory. Undeg #iructural contingency theory,
organisations adapt their structures to best fthwheir rational, task environments
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(Donaldson, 1996). The primary imperative for oifigations within the task
environment is to adapt their structures so thay ttnhance organisational efficiency
and effectiveness (Scott 2003).

Influences of the task environment on airline rigkanagement systems were
denominated in this research as the contingendpriacin order to develop discrete
classes of contingent factors relevant to the stlgethis research, the researcher drew
on the work of Miller (1992) and Kaplan and Milez0(4). Miller (1992) proposed a
framework for categorising uncertainties which deiee organisational risk
management responses; three broad categories eftainties were considered, related
to “general environment”, “industry”, and “firm-sgiéc variables”. Kaplan and Mikes
(2014) proposed three broad categories of contmgefactors, or “contingency
variables” as denominated by the authors, conditgpthe design of organisational risk
management systems; the “contingency framework’yesigd by Kaplan and Mikes
(2014) distinguished between “firm variables”, “usdry variables”, and “risk
variables”. In a previous study (2012) Kaplan antkeéd proposed a taxonomy for
classifying different types of risks according beir sources, degrees of controllability,
and approaches required for their identificationtigation, and management; three
major risk categories were proposed: preventalitaiegly, and external risks. Thus,
drawing on the work of Miller (1992) and Kaplan ahikes (2014), this research
considers three broad categories of contingendprfscexternal factors related to the
environment and the industry, internal, organisaspecific factors, and factors related
to the typology of risks that airline risk manageamameworks target to address. The
following table (5-2) provides an overview of thentingency factors which, as
indicated by the interviewees, affected airlinek rrmanagement rules and routines,
classified into the three aforementioned categoiseg also Appendix C for relevant

interviewees’ arguments).
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Table 5-2: Contingency factors influencing airliigk management systems

Drivers / Airlines Alpha-1 Alpha-2 Beta Gamma Delta Epsion Zeta Eta Theta

Environmental and industry-related contingency factors

Macroeconomic volatility X* X X X X X X X X
Unc.ertalnty of natural N X X X X X X X X
environment

.PO|ItICE'1.n. and social X+ X X X

instabilities

Competitive environment X* X X

Organisation-specific contingency factors

Organisational size and

. X* X X X X
complexity
Organ_lsatlonal strategies and X X X X X
objectives
Ownership structures X* X X X X X X X

Contingency factors of airline risk profiles

Typology of risks in airline

. ) X X X X X X X X X X
risk portfolios

X - evident - clearly stated and/or agreement on the argument between organization members
Y - not evident - contrary opinions of different organization members

Z -discarded -in the eyes of the interviewees does not apply to their organization

X* or Y* - appliesto the Alpha holding company and/or the Alpha group

a) Environmental and industry-related contingency factors

Uncertainty of airline operating environment wafequently occurring theme in the
discussions held with the interviewees. They woutdlerline the uncertainties in
multiple dimensions of airline business contextchsias macroeconomic volatility,
political and social instability, and uncertainglated to natural environment, among
others. The high volatility and uncertainty chaeaistic of the airline industry was
commonly recognised in the field study to drive elepment of airline risk

management systems.

Within the broad category of ‘environmental andustly-related’ contingency factors,
one group of factors, related to volatility of theacroeconomic environment, was
regarded as especially relevant by the interviewieEroeconomic volatility was also
reported to have a strong influence on demand iftine services, while cyclicality,
apart from seasonality of airline business, was hlesiged. Representatives of all ten

airlines forming the sample for this research sedsthe importance of managing
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broadly defined macroeconomic risks, among whi@y tbonsidered the most relevant

to be volatility of jet fuel prices, currency exchg rates, and interest rates.

Findings from the interviews suggest that managérmefinancial and market risks is
considered one of the major pillars of airlinesskrimanagement frameworks,
independently of the maturity level of airlines’ski management approaches, or
interviewees’ functions within their respective angsations. All ten airlines have
structures and practices in place for the manageofdmancial and market exposures.
The importance of creating risk management systdimsted specifically at managing
operational, safety, or hazard risks related taunahthazards was emphasised; airline

businesses are susceptible to uncertainty anddwrelated to the natural environment.

Field study findings underlined the importance e$ponding to risks embedded in
political or social contexts, which required maintag flexibility in airline operational
and business planning. Geopolitical instability various areas of the world was
reported to have a major impact on airlines’ openat As per the industry-related
contingency factors, in the discussions with agdinrepresentatives issues related to the
competitive environment were mentioned as anotlaeation of contingency factors
influencing airline risk management approachesway of an example, the need for
aligning strategic planning with risk managemerdcesses in the context of dynamic

changes in the airline market structure was unuudli

b) Organisation-specific contingency factors

Findings from this study provided evidence that teiee and complexity of
organisational structures and operations were itapbrdeterminants of the design
choices of airline risk management systems; thel lefl/formalisation of the airline risk
management approaches was often linked with orgoisl sizes and complexity, yet
the need to adopt risk management systems align#d wwmique organisational
structures and needs was also discussed. Anotbep @f internal contingency factors
can be broadly defined as related to organisatisinategies and the objectives they are
driven with. The interviewees reported on numeracisieved or perceived benefits of
developing ever more structured and comprehengsle management approaches,

which were generally believed to enhance the aenn@nt of organisational objectives.
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The increasingly advanced designs of airline rislhagement systems were reported to
be determined by organisational attempts to achithe objectives set out in

organisational strategies.

c) Contingency factorsrelated to airlinerisk profile

As is broadly conveyed across this thesis, airtisk profiles are affected by factors
stemming from both external and internal institniband task environments, while
organisational logics also strongly influence thaywn which airlines conceptualise
uncertainty into risks forming their risk portfoipand the way in which priority is
assigned to management of particular risks. Asipusly discussed, Kaplan and Mikes
(2012, 2014) argued organisational risk managemgstems should be tailored to the
typology of risks that organisations face, whilestoliguishing between three major
groups of risks characterised by different degi&esontrollability and probability of
occurrence and impact — preventable risks, riskata@ to strategy-execution, and
external risks which require different approacheshieir identification, mitigation and
management. This field study provided evidence thatdesign choices of the risk
management systems of all ten airlines forming gample were conditioned by the
nature and volatility of risks forming their riskogfolios, and by organisational

perception of priority of particular exposures owéters.

Independently of the level of maturity and advaneetrof airlines’ risk management
approaches (further discussed in section 5.3.R}ealairlines under study proved to
have structures in place facilitating the managdeméramong others, financial, safety,
and hazard exposures, and contingency plans rdlatesks of operational disruptions.
However, aside from the impact of regulatory regments enforcing the development
of risk management structures in airlines targesipecific types of exposures, evidence
was found to support the argument of airline risknegement rules and routines being
aligned to the typology of risks which the airlinesnsidered most relevant to their

businesses.

5.3 Review of airlinerisk management systems

The contingency theory perspective adopted in gshely of management control

systems conveys that control system structurescanéingent upon the context of
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organisational settings and the strategic focugptdboby organisations; there is no
“universally appropriate” control system applicalite all organisations and in all
circumstances (Otley, 1980). The preceding sectien&ewed a variety of institutional
pressures and contingency factors determining theigd choices of airline risk
management systems. This section briefly presenpsrical evidence of the designs of
airline risk management systems, while it examh@sogeneity and variability of such
systems and assesses their corresponding leveldvaihcement. Appendix C to this
thesis extends on the different characteristicaidine risk management systems and

quotes interviewees’ opinions in support of theliings presented therein.

5.3.1 Characteristics of airlinerisk management systems

From the perspective of old institutional economfas discussed by Burns, 2000),
airline risk management systems are conceptualists research as a constellation of
formal institutions grounded in procedures, manudtsmal rules, and informal
institutions with rule-like status, which are deymtd as institutionalised routines
(Scapens, 1994). This research analyses risk mar@gerules and routines, and
explores in situ their enactment and reproductioough the actions of organisational
actors (Burns and Scapens, 2000). The phenomendskainanagement in airlines is
explored at different organisational levels, rewgadiversity in risk management rules
and routines designed to fit different organisalopurposes. The configurations of
airline risk management systems are articulatethis study through four principal
dimensions. The comparative considers the levedtafcturing and formalisation of
airline risk management frameworks, distributionales and responsibilities along risk
management processes performed across organisaa®ngell as the methodologies
and tools employed in performing these processesrder to provide a useful context
for interpreting the particular configurations dfliae risk management systems, the
following comparative reviews the perceived staiftisisk management systems in the
particular airlines, as articulated by their respecmembers; the perceptions of the
state of development of such systems should fat@liunderstanding of the design
choices related to the risk management functiore Tdgllowing table 5-3 presents
interviewees’ perceptions of the state of developnud the risk management systems
employed in their respective organisations.
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Table 5-3: Perceived status of risk managementldewent

Perceived Status of Risk M anagement Development

Alpha-1  Officially adopted ERM, perceived as mature
Alpha-2  Officially adopted ERM, perceived as mature

Effective risk management system, in transitiolanmed

Beta ERM adoption

Basic yet considered relatively well suited toirsrs needs,
Gamma recognised need for improvement; further developmen
probable in the near future

Basic, siloed approach, recognised need for develop
discussions on introduction of a more structurgu@gch

Delta
Epsilon  Officially adopted ERM, perceived as mature
Zeta Officially adopted ERM, perceived as mature
Eta Officially adopted ERM, perceived as mature
Theta Officially adopted ERM, perceived as mature

lota Officially adopted ERM, perceived as mature

Perceived status of risk management development

Seven out of ten airlines forming the sample clairadoption of the ERM approach in
publicly available reports: Alpha-1, Alpha-2, Epsi| Zeta, Eta, Theta, and lota; the
risk management approaches of these airlines wemerglly regarded as mature by
their interviewed members. Representatives of Beparted that the risk management
system is currently in transition toward a moreegmise-wide approach. The risk
management systems of Gamma and Delta were reedgtig their organisation
members as rather basic and traditional in termieaifsing risk management efforts on
selected types of exposures such as safety anditgedwazard, or financial risks.
However, judging the levels of advancement and rnitgtaf ERM based solely on the
perceptions of organisation members may be prolileyras it is conditioned on their
levels of knowledge and expertise of risk managerbest practices developed across
industries. Additionally, as signalled in the préiog sections of this chapter,
organisations may claim adoption of ERM in purafiexternal legitimacy, while the
depth and breadth of implementation of ERM priresplin their structures and

processes may be low. Therefore, the researchelucted an independent analysis of
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the state of development of airlines’ risk manageinag@proaches and contrasted it with
the perceptions and announcements of airline menlaatditionally discussing the
issues of ceremonial versus instrumental ERM adopfi external legitimacy, and
decoupling between risk management rules and matifhe following table 5-4

summarises the main characteristics of the riskagament systems of the airlines
under study.
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- .. Risk M anagement Process
Airline Formalisation of T
Roles and Responsibilities

Code Risk M anagement Methodology

. " Formalized, enterprise-wide methodology; Risk maps, risk registers, risk
Alpha-1  Highly formalized Dedicated risk management positions at the exeeutiv P i P g

. - - X : standardized at group level management software
levels in the airlines and in the holding comparigk
committee in Alpha-1; risk ownership assigned asrie ) ) _ _ ) _ )
Alpha-2  Highly formalized organisations Formallzeq, enterprise-wide methodology; Risk maps, risk registers, risk
standardized at group level management software
Formalized Methodology defined for selected groups Risk maps, matrices, risk
Beta management of Risk management responsibility assigned to Intehnalit 9y group ps, '

selected types of risks of risks registers

Local, separate risk management units respongible f  Methodology defined for selected groups

Minimally formalized i L . .
G Y segmental risks; lack of a central coordinating uni of risks

Basic risk registers

Local, separate risk management units respongible f  Methodology defined for selected groups

Delt Minimally formalized . S . .
elta Y segmental risks; lack of a central coordinating uni of risks

Basic risk registers

Centralized coordination of ERM at the executiweldy
Epsilon Highly formalized dedicated units; risk ownership assigned across the
organisation

Formalized, enterprise-wide methodology; Risk maps, risk registers, risk
standardized at group level management software

Centralized coordination of ERM at the executiweldy
Zeta Highly formalized dedicated units; risk ownership assigned across the
organisation

Formalized, enterprise-wide methodology; Risk maps, risk registers, risk
standardized at group level management software

swia)sAsuabeuew %S aullre Jo sonsualoeseyd -G a|qe.L

Centralized coordination of ERM at the executiweldy
Eta Highly formalized dedicated units; risk ownership assigned across the
organisation

Formalized, enterprise-wide methodology; Risk maps, risk registers, risk
standardized at group level management software

Centralized coordination of ERM at the executiweldy
Theta Highly formalized dedicated units; risk ownership assigned across the
organisation

Formalized, enterprise-wide methodology; Risk maps, risk registers, risk
standardized at group level management software

Centralized coordination of ERM at the executiweldy
lota Highly formalized dedicated units; risk ownership assigned across the
organisation

Formalized, enterprise-wide methodology; Risk maps, risk registers, risk
standardized at group level management software

6¢T
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Formalisation

The level of formalisation of airline risk managerhesystems varies from highly
structured systems to ones which are charactersednly a minimal level of
formalisation. In the airlines with highest levelk formalisation of risk management

systems:

v' Risk management frameworks are outlined in numerdosuments specifying
responsibilities and accountabilities in the rislanagement process, as well as
policies and procedures for identification, assesgmtreatment, and reporting of

risks.

v' Formalisation is reflected through translation afkrappetite to risk tolerances
defined for a variety of exposures such as, amadhgre, maximum acceptable debt
ratios or safety incidents ratios.

Airline representatives reported to have followdte tnormative propositions of
landmark ERM guidelines such as COSO (2004) or 3300 (2009), which may have
influenced a certain level of coherence in airlimgsk management structures; this is
noticeable, among others, in governance structo@ssd on three lines of defence, in
the appointment of risk management profession&&, committees, or maintaining
central risk registers. Despite the apparent sritida in risk management rules among
the organisations which claimed adoption of ERMvyedsity was noticed in risk
management routines reported by the intervieweem fdifferent airlines, such as
processes for identification or reporting risks.rlides with less formalised risk
management approaches demonstrated having formactwses in place for
management of selected types of risks, such as mgated to financial reporting, safety
risks or financial and market risks, yet managenoéatvariety of other types of risks is
conducted in a non-formalised manner, in compliangéh relevant regulatory

frameworks.

Roles and responsibilities

A noticeable difference was observed between tii@es claiming ERM adoption and
the airlines with more traditional risk managemeapproaches in assignment and

coordination of risk management responsibilitiesogss organisational structures.
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Airlines claiming ERM adoption (Alpha-1, Alpha-2p&ilon, Zeta, Eta, Theta, and lota)

demonstrated the following characteristics:

v

Risk management units at the executive levels wbodrdinate risk management

processes.

Risk committees exist either in the airlines or timeir respective holding
companies, in order to overview enterprise or greige risk management

systems.

Dedicated risk management positions at the exexigiels which coordinate and
bear responsibilities for proper functioning of ERNenominated as chief risk

officers, heads of risk management, risk directans others.

Pyramid-like risk ownership structures in which theards were specifically
assigned responsibility for risk management, askl management responsibilities

and accountabilities are cascaded throughout tineiarchies.

Formally assigned responsibilities for managinggis specific dimensions.

Beta’s risk management system assigns accouniabiind responsibilities as follows:

v

Coordination of enterprise-wide risk managementesses is formally assigned
to Head of Internal Audit, reporting to the Audib@mission and superior risk

structures of its respective holding company.

Lack of a centralised risk review structure at thecutive level overviewing

enterprise-wide risk management initiatives.

Risk committees dedicated exclusively to managenoérgafety and financial

risks.

Finally, in Gamma and Delta:

v

Multiple organisation members manage different sypkrisks, either formally or
informally, yet without reporting to a head person unit responsible for
coordination of enterprise-wide risk managemeraregf

No central senior level executive position or wabrdinating the management of

enterprise-wide risks.
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v' At the operational level risks managed within fumcal areas.

v

Safety management and crisis prevention are the stasctured areas in the

organisational panorama.

Risk management process

The airlines which claim adoption of the ERM apmto@ppear to have developed and

formalised methodologies guiding risk managemeotgsses:

Risk management methodologies are delineated inedtoes and protocols for

identification, assessment, treatment, and regpdfrparticular groups of risks.
Variety of risk identification strategies in use:

v Bottom-up risk identification approach; membersirall across organisational

hierarchies engaged in the process.

v'Identification of important types of exposures, Is#s strategic or emerging

risks, subscribed to the executive levels in orgaions.
v' Key risk indicators (KRIs) defined in selected are&operations.
Qualitative and quantitative risk evaluations.

Variety of tools and technologies facilitating riskanagement processes: risk
management software, risk registers, and risk noapmatrices, which facilitate

robustness, accuracy, and timeliness of processidgeporting risk data.

As previously explained, the level of formalisatiohrisk management frameworks of

the airlines which did not claim ERM adoption igrsficantly lower than that of the

rest of the airlines forming the sample:

Protocols are in place for the management of ssdetytpes of exposures, often as
required by applicable regulations; lack of protecquiding identification,
assessment, treatment, and reporting on some iampagtoups of risks, such as

strategic or emergent risks.

Less sophisticated tools to support their risk myan@ent processes; lack of
specialised risk management software; risk regsgerd risk maps, rather than
being operated through automated systems, arerpreplarough the use of Word

documents, Excel spread sheets or Power Pointrjetsms.
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5.3.2 Maturity and advancement of airline risk management approaches

Continuing with the review of the institutions, esl and routines of airline risk
management systems, the researcher assesses theynuditairline risk management
systems, drawing conclusions on where particuldinas position themselves on the
continuum between traditional, ‘siloed’ approachesnd enterprise-wide risk
management approaches. The degree of assimilati&fRBl principles in the airlines

under study is assessed independently of the ieteees’ perceived level of

development of the risk management approacheseof rispective airlines (discussed
in the section 5.3.2, with additional data in ApgierC).

The criteria for assessing the level of developmehtairline risk management
approaches were adapted from academic literatuge @rena et al., 2011) and
normative literature (e.g. COSO, 2004). Risk mansy# systems are assessed as per
the comprehensiveness of the risk portfolios carsid by particular airlines and
priorities assigned to management of particuldesrigithin the portfolios, the level of
embeddedness of the risk management function aomssisational hierarchies, the
level of integration of various risk managementcfices from across the organisations,
and the roles and uses assigned in airlines toritthe management function. The
assessment of airline risk management systems’rityatonducted by the researcher
returned results which were highly coherent witle tiforementioned interviewees’
perceptions in this matter. The risk managementagmhes of the airlines claiming
adoption of ERM were assessed as advanced withrdrega the four analysed
dimensions, and focused on serving instrumentapgsas rather than ceremonial
displays of legitimacy. The following table 5-5 somarises the maturity hallmarks of

the risk management systems of the airlines urtdely s
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Airline
Code

Alpha-1
Alpha-2
Beta

Gamma

Delta
Epsilon
Zeta
Eta
Theta

lota

Comprehensiveness  Embeddedness Integration Roles and Uses
Comprehensive, enterprise- High High integration both at airline and group  Support in definition and execution of
wide risk portfolio embeddedness level strategies
Comprehensive, enterprise- High High integration both at airline and group  Support in definition and execution of
wide risk portfolio embeddedness level strategies
Comprehensive, enterprise- Moderate Medium integration Alignment with Internal Audit fation;
wide risk portfolio embeddedness support in decision-making
Moderate Low embeddeness Low integration, independent risk Compliance and decision making
comprehensiveness management routines at the airline level;  function

integrated management of strategic risks at
the group level

SWIS)SAS JusWabeursy auljle JO JUSWadURAPR pue AlLnle -G a|qel

Moderate Low embeddeness Low integration, independent risk Compliance and decision making
comprehensiveness management routines function

Comprehensive, enterprise- Unclear High integration both at airline and group  Support in definition and execution of
wide risk portfolio level strategies

Comprehensive, enterprise- High High integration Alignment with organisational strategi
wide risk portfolio embeddedness and with management accounting
Comprehensive, enterprise- High Medium-high integration; independently Support to operational decision-making
wide risk portfolio embeddedness  operating safety and corporate risk and planning

Comprehensive, enterprise- High High integrafion ' Support in definition and executioi
wide risk portfolio embeddedness strategies

Comprehensive, enterprise- High High integration Focus on internal control; supgort
wide risk portfolio embeddedness decision-making and planning

VET
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Comprehensiveness

Comprehensiveness of airline risk management sygstefars to the range of risks they
consider (Arena et al., 2011). While traditionalliaé risk management approaches
were primarily focused on managing hazard, safety] financial risks (Zea, 2004),

ERM advocates consideration of a wider range ofainnd extra- organisational

exposures, including important strategic and emmrgisks (Olson and Wu, 2007;

DeLoach, 2000). According to the interviewees’ agcts, comprehensiveness of the
risk portfolios of their respective organisatiorssies from high to low:

= The interviewees from the airlines Alpha-1, AlphaBeta, Epsilon, Zeta, Eta,
Theta, and lota described processes for manageofieatwide variety of risks,

including relevant external risks, which are dificto assess.

= Although Beta's risk management structure demotestraonly a limited
formalisation, the airline considers a wide varietyisks through a combination of

formal and informal risk management practices.

= The risk portfolios of Gamma and Delta concenti@tefinancial, safety, hazard,
operational, and compliance risks, while the aadinack formal structures for
management of important strategic or market riskscly as reported by the

interviewees, are managed through informal routines

Embeddedness of risk management

Risk management systems of the investigated asrMaey in terms of embeddedness of
risk management responsibilities and accountadsliticross different organisational
levels and functions. Through interviewees’ acceuntvas inferred that while in some
airlines risk management ownership is distributetbgs multiple lines and levels of
business and reciprocal influence was noticeabterdmn them, in other airlines risk
management responsibilities and accountabilitiescancentrated solely on a limited
number of organisational units. Notwithstanding.e dio the nature of the airline
business and extensive requirements of regulat@mdworks, risk management is
implicitly embedded in selected areas of airlineragions. Such implicit embeddedness
is especially noticeable in the production depantisiewvhere risks are managed through

adherence to regulations, operational manualsparfdrmance standards.
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»= The airlines Alpha-1, Alpha-2, Epsilon, Zeta, Ef&eta, and lota demonstrate high
levels of embeddedness of the risk managementifumatross their organisational

structures:

v" Responsibilities for identifying and managing riske assigned across different
organisational levels and functions, although ditgrwas observed in terms of

assigning ownership for different types of risksogs the airlines.

v' The interviewees stressed the importance of idgtitalisation of risk

management being among the priorities of line margag

» The level of embeddedness of risk management ia Bgperceived to be relatively
lower than in the above mentioned organisations,ityean still be classified as
moderately high; this is due principally to theiaes of internal auditors who, on a
regular basis, require airline members related adiqular business processes to
report their view of the risks related to their ageof responsibility. Additionally,
formal risk management structures were establigheelected divisions, which are

complemented by numerous informal practices comdluatross the airline.

» The level of embeddedness of the risk managemeuwtifun is considered relatively
low in Gamma and Delta, where responsibilities fisk management are
concentrated in only a few selected areas withendiganisations, such as, among

others, safety and financial departments.

Integration of risk management

Evidence from the field study interviews suggestslatively higher level of integration
of risk management routines enacted across thenigaganal hierarchies in the airlines
Alpha-1, Alpha-2, Epsilon, Zeta, Eta, Theta, an@,lavhich claim adoption of the ERM
approach, than in the remaining airlines of the gamUnder the ERM approach
particular risks should be considered as partsxafverall risk portfolio managed in an
integrated manner (COSO, 2004). The researchetumea on the degree of integration
of risk management routines based on the existehcentral risk management units in
all of these airlines, and interviewees’ explanaiof the risk integration techniques
employed in their respective organisations. Thdraénisk management units, such as
enterprise-wide risk committees and not committiedicated only to selected types of
risks, or risk management coordinators such as GR@wir equivalents, compile risk-
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related data from across the organisations andtrepoan integrated view of risks to

organisational boards.

In Beta an integrated view of risks is achievedhat executive level through informal

routines, namely an inter-departmental collaboraiio the development of corporate
and business strategies which involves analysimgtegty-related risks. Although

different types of risks are considered at thesmsions, integrating risk-information

constitutes an unstructured process. The airlinesni@a and Delta demonstrated
traditional risk management approaches in term#igigration of risk management
practices. Traditional risk management approaches atributed managing risks

separately in functional silos, while little impanice is dedicated to risk interrelations
(Lam, 2003).

Roles and uses of risk management

Risk management in organisations can be linkedarious management and control
processes such as strategic planning or internatralo(Mikes, 2009), and have
different modes of focus and use in decision makingorporate governance processes
(Arena et al., 2011). This field study provided dmnice of different rationalities
underlying the development of airline risk managemsystems, leading to their
varying roles and uses ranging from support in ulag and decision making processes
to internal audit or compliance functions, whichpear to be overlapping to some

extent:

= In Alpha-1 and Alpha-2 risk management is aligneéthvstrategic and business
planning processes, while the airlines also sttveconvey an image of sound

corporate governance.

= In Beta the risk management function falls into tkalm of internal audit, but
organisation members perceive risk management, inoiis formal and informal

dimension, as a function providing material besefit the organisation.

The airlines Epsilon, Eta and Theta demonstrateghmmlent of risk management

processes with strategic and business planning.

The risk management frameworks of Zeta and lotaehbeen designed to

specifically support the management accountingZ@ta) and internal control (in
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lota) functions, while also being aligned with sdgic and business planning

processes.

The formal risk management rules of Gamma and Cekapredominantly framed
under the compliance rationality; except for agBhfinancial risk management, the
remaining risk management structures seem to hese treated in adherence to the
requirements of relevant regulatory frameworks. e other hand, multiple
informal risk management routines were evidence@amma and Delta to support

decision making processes in an unstructured manner

5.4 Conclusions

This chapter reported findings from a field reskaoconducted in ten international
airlines. Firstly, an analysis was conducted ofdbterminants of organisational design
choices of airline risk management rules and restinncluding the driving forces for
adoption and embedding of ERM. Secondly, this drapeported on diverse
configurations of airline risk management systemgeaneral and of the implementation
of ERM in particular. Thirdly, the maturity of aime risk management systems was
assessed, whilst it revealed a series of ‘besttipes¢ and shortcomings of their
approaches. The analysis of field study findingss veenducted herein under the
perspectives of institutional theory, with a speé@us on new institutional sociology
theory and old institutional economics, and of dineal contingency theory. Therefore,
the analysis considered airline risk managementesys as embedded both in the
realms of their respective task and institutiomatinments. Findings reported herein

are further extended on in the Appendix C to tlesith

Findings from this field study provide evidenceisgdmorphic pressures present in the
organisational field of airlines. The principleslegitimacy and survival are the driving
forces of isomorphism in airline risk managementrapches (DiMaggio and Powell,
1983). Evidence was found in support of coercivénetic, normative, and other
external, as well as internal, institutional pressuexerting a deterministic influence
over the design choices of airline risk managensgystems. The findings suggest a
particularly high relevance of coercive pressuses] especially the importance of the
regulatory frameworks and of the corporate govereabest practice codes, in the

structuring of airline risk management systems.
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The evidence from this field study provided supgortthe influence of a variety of
contingency factors on airline risk management agghmes. Contingency factors drive
the development of airline risk management strestum pursuit of enhanced
organisational efficiency and effectiveness (Sc@®03). Three broad groups of
contingency factors were considered, based on @asagjon proposed by other
scholars and based on the themes which emerged thieninterview data, namely
external factors related to the environment and itigistry, internal, organisation-
specific factors, and factors related to the tygglof risks prioritised in airline risk
portfolios. The field study findings suggest thatire risk management systems were
developed in response to the volatile nature ofaiH&e operating environment, and in
an attempt to improve organisational performanceal achieve organisational
objectives, among other factors. Evidence suppbesrelation between the size and
complexity of airline organisational structures aogerations and the ownership
structures, and the design choices of risk managenrameworks. Finally, in
accordance with the propositions of Kaplan and Mlig014), this field study provided
evidence of the design choices of airline risk ng@maent systems being conditioned by
the types of risks which the airlines consideredsimelevant in their overall risk

portfolios.

Drawing on the concepts of rules, routines, andtutens, diverse configurations of
airline risk management systems were reviewed in examination of their
homogeneity, variability, and maturity as assesbgddiverse criteria. Under the
premises of structural contingency theory, evidefioen this study suggests diverse
and contingent designs of airline risk managemearhéworks, adopted to fit airline-
specific operating environments and organisatieoatexts (Fisher, 1998). Airline risk
management approaches range from highly structameldformalised to unstructured,
which appeared to be primarily related to whethiee ftairlines have officially
implemented ERM or not. Airlines claiming adoptiohERM have created dedicated
risk management units at the executive levels witiobrdinate enterprise-wide risk
management processes, have developed formalisethododbgies guiding risk
management processes, and rely on different riskagement tools and technologies
facilitating such processes.
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This study examined the level of embracement of ERfhciples in airline risk
management approaches according to the comprebeesw of risk portfolios, the
level of embeddedness of the risk management fumeitross organisational structures,
the level of integration of various risk managemprdctices, and the roles and uses
assigned to the risk management function. Thenasliforming part of this study lie in
different places on the continuum between traditiomnd enterprise-wide risk
management approaches. With regard particularippeoairlines claiming adoption of
ERM, the maturity of their risk management appresclwvas regarded as relatively
high. Despite the effects of the isomorphic mecbmmsiacting in the organisational field
of airlines and exerting pressures of social legatty on airlines, the findings suggest
rather non-ceremonial adoption of ERM; evidencemfrthis study supported links
between the risk management function and the aecisiaking and planning processes
in the airlines claiming adoption of ERM. Finallihe findings suggest that despite
lacking advanced risk architectures and formaligemmeworks, and while not
announcing introduction of ERM, airlines can adogffective enterprise-wide
approaches to managing risks and embrace ERM plasciinto their day-to-day
activities (Woods, 2011); this case is exemplifizdBeta, and is further described in
Chapter 7.

In conclusion, the theoretical framework develofmcthis research facilitated analysis
and understanding of the determinants and orgamisdtcouplings of airline risk
management rules and routines, as well as an assessf the embracement of ERM
principles in the airlines forming the sample. Atadled discussion of the field study
findings in the context of theory underlying thesearch and in the context of literature
is presented in Chapter 8. The findings presentecbughout this chapter,
complemented with case study findings (Chaptersné @), laid the grounds for
development of the ERM framework in the airlineustty, which conveys drivers of
effective, enterprise-wide risk management in @édi, and which is also presented in
Chapter 8.

As previously signalled, based on the case studirfgs the researcher selected airlines
exemplifying the most interesting cases with regarthe research questions stated for
this study. In the following chapters (6 and 7) tase study methodology is employed

in a more detailed examination of organisationaipting of risk management systems,
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the links with organisational logics and the rasites for the alignment of such systems
with airlines’ respective business contexts. Thehfloming Chapter 6 presents a case
study of Alpha-1 and Alpha-2 airlines jointly wittheir holding company, which
operate under a consolidated ERM framework. The ERproach implemented in the
Alpha airlines is considered very mature, and tthey constitute a suitable case for
learning about organisational dynamics of ERM; ttese should deliver valuable

implications for airlines considering the adoptafrfERM principles.
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Chapter 6

Case Study: ERM System in Alpha Airlines

6.1 Introduction

The objectives stated for this research call forase in-depth empirical investigation of
the integral components of airline ERM systemstipaarly the aspects related to
organisational logics and rationales of ERM andalignment within wider contextual
circumstances. Attending to these objectives,c¢hépter presents a case study in which
the unit of analysis is comprised of the airlinefpif-1 and Alpha-2, and of their
holding company, all operating under a consolideE®M framework; the group of
these three organisations is jointly codenamedHhAlpn this study. As evidenced in the
field study, the ERM approach embraced in Alphaeasy mature, and thus Alpha can
provide rich illustrations of the issues of interesthis study.

Any attempt to investigate organisational couplifigcRM in organisations as large and
complex as the airlines forming Alpha would inebltafail to cover many important
issues. Therefore, the analysis in this chaptstrigtured around a number of research
questions and selected concepts from the two thealrgerspectives (institutional
theory and contingency theory) underpinning thisdgt Drawing on the theoretical
framework developed in Chapter 3, and on the datkeation and analysis scheme
presented in Chapter 4, the case study of Alphaloexp organisational risk
management systems in terms of ‘risk managemehhtdagies’ and ‘risk management
experts’. In addition, the case study provides dempntary insight into the ‘context
and rationalities’ of airlines’ risk management aggches that were previously analysed
in the field study (Chapter 5; Appendix C). Thelgs® is based on the use of different
theoretical concepts such as organisational fieddsl actors, risk management
institutions, rules and routines, or institutiosation. Attending to the objectives stated
for this research, the case study presented irch@pter has both an exploratory and an
explanatory character. An exploratory study of argational coupling of ERM in
Alpha is a necessary pre-requisite providing a exinfor further explanation of the
logics and rationales of the interconnected desajnhe risk management system in
Alpha organisations; thus, this study not only amsathe ‘how’ but also the ‘why’
guestions regarding Alpha’s risk management system.
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The primary source of data for this case study vieterviews conducted with senior
management executives, middle and lower manageraent,operational staff from
diverse organisational areas in the two airlined anthe holding company. These
included, among others, financial, risk managemgrtguction, or internal audit units
(see Table 4-2 in Chapter 4 for a list of the liénviewees). In addition, informal and
unscheduled conversations were held with membetkeofAlpha airlines at different
organisational levels. The secondary source ofesmd was internal documentation
provided by Alpha, such as internal reports, pregems, and company regulations
including risk management policies and procedurbasgdly, risk management tools and
technologies were presented to the researcherpposuof interviewees’ arguments,
such as risk registers, risk maps and matricetheosoftware employed for storing and
analysing risk-related data. Finally, the researdtadied the web sites of Alpha in
search of relevant information, and reviewed puplavailable reports issued by the

Alpha holding company and Alpha-1 and Alpha-2 ag$.

The remainder of this chapter is divided into faections. The second section
succinctly outlines the unit of analysis under gtadd defines the nhomenclature to be
used across this chapter. This is followed by alyais of the key elements of Alpha’s
ERM model, as discussed in the third section. &se $ection summarises the findings
from the case study. Additionally, Appendix D tostthesis provides insights into the
evolution of risk management systems in the Alphhnas, and elaborates on the

maturity and advancement of the systems.

6.2 Outline of the case study

Alpha is a multinational airline holding pertaining one of the world’s largest airline
groups. As previously mentioned, this analysisudek the Alpha holding company and
only two of its subsidiary airlines, Alpha-1 andphh-2 airlines, also referred to as
‘Alpha airlines’, while all three entities are denmated jointly in this study as ‘Alpha’.
The Alpha airlines are legacy carriers and opeusitger separate brand names. The
Alpha holding company is a listed company tradingstock exchanges of the countries
of origin of its subsidiary airlines. The operasoaf Alpha airlines encompass both
passenger air transport services and cargo servitks Alpha airlines operate

scheduled services, both short-haul and long-haulnumerous destinations across
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Europe, North America, Latin America, Asia Pacifidrica, Middle East, and South

Asia.

The following analysis reports on the overall cditeded risk management system of
Alpha, explaining how the risk management functisrstructured across the Alpha
holding company and its subsidiary airlines; orgations within Alpha which operate
independent (non-consolidated) risk managemenesstindependently of their level
of advancement, have been excluded from this aisalybe description of the Alpha
holding company and its subsidiaries, the Alphanas, is purposely limited solely to
general information on the scope of their operatiddisclosure of a more detailed
description of Alpha, its structures and operatiangght provide suggestions to the
readers regarding the identity of the analysedtiestiand compromise contractual
confidentiality and anonymity undertakings agre@dru between the entities and the
researcher. Similarly, with the aim of safeguardsugh undertakings, as explained in
Chapter 4 (section 4.5.1), the titles of some ef plositions held by the interviewees
from Alpha were purposely changed in such a way tty only generally reflect the
functions performed by particular individuals, f@vealing the exact titles held by the
interviewees might facilitate identification of th&pha airlines and Alpha holding

company under study.

6.3 ERM mode€

The consolidated ERM model of Alpha resembles thadardised approaches outlaid
in internationally recognised ERM frameworks arek nmanagement standards, such as
the COSO framework (COSO, 2004) or ISO 31000 risihagement standard (ISO,
2009), especially in terms of the objectives andswnderpinning risk governance and
management processes. However, as further refleictethis chapter, the ERM
approaches of the Alpha airlines were customisedrdag to multiple technical and
institutional rationalities, aligning the approashwith the specificity of airlines’
business environment, especially in terms of adinrisk profiles and compliance
requirements. Alpha’s ERM approach is guided byoanalised risk management
strategy, which specifies the objectives of th& ns&anagement processes and defines
organisational risk appetite. ERM principles areugyded across Alpha through a

framework of formal institutions and rules, inclndicorporate statutes and regulations
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which assign responsibilities and accountabilities risk management and which
regulate risk management routines across the Adpiiaes and the holding company.
Internal regulations assign responsibilities anecgp procedures and mechanisms of
identification, assessment, and management of asldifferent corporate levels, and
outlay reporting lines; such regulations enter iatbigh level of detail, which can be
exemplified by, for example, specifying the fregogerwith which risk owners are
required to update risk registers with new datavaht to their assigned risks. Internal
regulations additionally specify risk appetite byrtpcular categories of risks, together
with risk tolerance levels. Apart from general mi regulations governing risk
management systems across Alpha, more specificig®land procedures have been
developed which are relevant to specific groupsisks such as financial and safety
risks, while their implementation is supervised rejated functional committees. For
example, policies regulating management of findrséis specify risk tolerance levels
for particular exposures and outlay principles efiging strategies. Finally, the risk
management function in Alpha airlines is also insthnalised through related
regulations, such as in Codes of Conduct and Catp@ocial Responsibility principles
developed in certain airlines. Appendix D to thiedis additionally elaborates on the
perceptions of Alpha’s representatives regardiregléivel of formalisation of the risk

management system.

The following sub-sections present findings on kKey constructs of Alpha’'s ERM
approach. Firstly, ERM governance structures amthntglogies are discussed. The
researcher then considered it relevant to thisystaddescribe in more detail the two
important pillars of Alpha’'s ERM approach - thedntial and safety risk management
systems. This section concludes with a discussibithe internal environment of

Alpha’s ERM programme.

6.3.1 ERM governance structures

As discussed in the preceding section, formal rdimeate within Alpha the roles and
responsibilities assigned to organisational ‘rigkerts’ involved in conceptualising and
controlling risks (as defined in Arena et al., 2@k@ Chapter 3 of this thesis). Ultimate
responsibility for the risk management functiorAipha is assigned to the Board of the

Alpha holding company, which delegates the superyisfunction to the Audit
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Committee (full name altered to protect confiddittin In the Alpha holding company
ERM is led by the Management Committee, which, ggorted by the interviewees,
cooperates closely with the aforementioned Boantl the Audit Committee. Alpha’s
risk management strategy and risk profiles areewged by the Board and the
Management Committee semi-annually, in accordanitie stipulations of regulatory
frameworks governing operations of the listed @ integrated within Alpha. The
general opinion regarding the involvement of theamBloin the risk management
function, as inquired among influential membershaf holding company, was positive.
By way of an example, CRO-Alpha noted:

“Executive directors who are on our Management Cattesn would get quite

involved in ERM, discussing risks in quite somaitfe{CRO-Alpha).
According to the accounts of CRO-Alpha, discussiarenterprise-wide risks regularly
takes place during Management Committee and Boaegtings, and risks are
considered in the strategy setting process. Additlg, as evidenced in the archival
documentation of the Alpha holding company, Alpharderprise-wide exposures are
reviewed by the Audit Committee. Risk managemestesys established in the Alpha
airlines are similarly under the control of thespective Boards, which review airlines’
risk profiles on a quarterly basis, while the rileknagement function in the airlines is

also led by their respective risk teams and conesstt

Discussion on risks at the holding company levelaislitated by CRO-Alpha, who
captures exposures of particular airlines and gteuel risks on a joint risk map,
plotting risks on impact and probability scales. @RIpha thus maintains a
consolidated view of all relevant Alpha exposurisg;ilitating their review to the
Management Committee and to the Board of the Alpdlding company; CRO-Alpha
additionally establishes the risk management metlogg and overviews its
implementation across the holding company and thmes. CRO-Alpha highlighted
the need to consider all major exposures at exexudévels in the Alpha holding
company, for in his view it facilitates an integratview of risks:

“l deliver data on all corporate risks to the Managent Committee and the Board,

and this is where discussion takes place and aajletew of all risks and their

interrelation is generated{CRO-Alpha).
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CRO-Alpha also noted:
“But before | even take the risk map to the ManagetCommittee, | talk to the
strategy guys about it, see their view and getrthgut into it. Then risks are
discussed with the Management Committee, and tloppge a strategy considering
risk information... The Board also discusses risksl sets a strategy for the
business”(CRO-Alpha).

Both Alpha airlines have risk management structurgdace facilitating identification
and management of relevant risks, which are supeiivby their corresponding Risk
Management Committee (Alpha-1) or Management CotemifAlpha-2) and Boards.
The risk function in the individual Alpha airlings led by Risk Directors (e.g. cited
herein as DRCs-Alpha), reporting to the Managem€ommittee and the Risk
Management Committee and to CRO-Alpha. The Riskdars compile risk data from
across the airlines and plot them on separatengghs, which, as mentioned before, are
later consolidated at the group level. As expressettie CRO-Alpha:
“We are a small holding company, so risks need tacheally managed in particular
airlines, so lots of responsibility is delegatedtbeem... They have their own risk
systems, which are different but are compatibleeemms of the risk maps they
generate”(CRO-Alpha).
Risk Directors provide guidelines to heads of défe functional departments across
the Alpha airlines responsible for managing paléicuisk groups. They also compile
registers of all the identified risks and includatal relevant to their management.
Internal Audit departments of the Alpha airlineg additionally involved in the risk
management function, mainly in that they overseectintrols put in place for particular

types of risks.

There are separate structures in place in the Atgliding company and in the Alpha
airlines for management of financial and safetksisThe areas of financial and safety
risk management constitute separate, yet integratiéldrs of the ERM framework.
TRM - Alpha holds ultimate responsibility for finaial risk management within Alpha,
and presides over the Financial Risk Committeebésted in the holding company.
TRM-Alpha supervises treasurers of Alpha airlinesl @aheir teams of traders in the
financial markets; TRM-Alpha is also in charge bé tfinancing of Alpha operations,

including asset purchases and leases, in addibi@odietary transactions. Operational
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safety at the holding company level is overseenth® Safety Committee, which
monitors the systems, procedures, and resourcésatksdi to safety activities across the
Alpha airlines, yet the responsibilities for safatgnagement and technical assessments
lie within the airlines. Production and technicapdrtments of individual airlines have
safety structures incorporated within them. Addiéiy, crisis and business continuity

committees are involved in safety risk management.

As reflected above, institutionalisation of ERM @&3 the Alpha entities was associated
with creating governance units often considereduwabtable trails of ERM, such as the
risk director positions or risk committees (Gordeh al., 2009). Criticisms have
emerged in management control literature regardorganisations developing
ceremonial displays of ERM through governance stines, which do not guarantee
embeddedness of the ERM principles in organisaltiandines (Bruce, 2005; Collier et
al., 2006; Fraser and Henry, 2007). However, ak lveilfurther discussed in sections
6.3.2 of this chapter, through the assessmentgainigational routines and the logics of
organisational actors, the researcher conclude&RM principles being encoded not
only in organisational rules but also in the roesirenacted across Alpha. Although
legitimacy motivations for creating ERM governarstaictures are not discarded (see
Chapter 5, section 5.2.1, Appendix C), evidence foaad in support of the perceived
functionality of such structures among organisati@actors, suggesting instrumental in
addition to ceremonial uses of ERM and developinditable ERM structures and

formal rules.

The description provided above of the ERM govereasteucture of the Alpha holding
company and Alpha airlines was the necessary inttimwh for discussion on the
concept of three lines of defence for risk managemes established in Alpha public
communications, or towards which Alpha is still &g as reported by IA-Alpha.
Although IA-Alpha considered the ERM governanceuctiire to be well fitted to
Alpha’s needs, the interviewee emphasised thatsitstill undergoing a gradual
transformation, as explained:

“We know where the process is going. We shouldhreapoint where we would be

able to create an assurance map under a truly jpetspective in order to detect

areas of ‘over-assurance’ and ‘under-assurance’ ridk management. This is

required by the level of materiality of our riskdA-Alpha).
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Among several shortfalls of Alpha’'s ERM approaclhere IA-Alpha also included the
above discussed excessive formalisation of risks certain areas hindering
organisational agility, the interviewee considelatk of a truly integrated view of risks
as one of the biggest flaws. It was argued by Ipkh&l that despite apparent
coordination and synergy of the risk managemenspeatives of the different Alpha
entities, it still has not been fully institutiors#d or become the taken-for-granted way
of behaving” (Burns and Scapens, 2000, p. 11). Ating to IA-Alpha, the
organisational members in charge of risk managementused to acting under the
perspective of individual organisations rather tfram the consolidated perspective of
various entities. This implies the need for furthestitutionalisation of the ERM

principles in organisational cultures of Alpha.

IA-Alpha was of the opinion that the three linesd&fence in the risk management
process, involving risk owners, the organisationmiers performing day-to-day risk
management activities, and internal auditors, perftheir respective risk management
responsibilities at a rather satisfactory levelthe individual entities of Alpha. This
view, as further discussed in section 6.3.2, isexh@y other representatives of various
Alpha entities. However, the interviewee considdbexlevels of assurance provided by
the individual lines of defence in the differentpAh entities as non-homogenous and,
as aforementioned, lacking a common perspectiveldped from the Alpha holding
company towards the airlines, which would allow B@lancing assurance across the
Alpha entities. 1A-Alpha concluded:
“What we have is a simple aggregation of [Alphaliags’] risks assessed under
individual airlines” perspectives on the commork rrmap. What we should be
looking for is not simply aggregating all risks &iger and then filtering them by
materiality, but as a group saying this is the dagme of our critical risks, and we
make sure that what our airlines consider import@ntonsistent with this catalogue.
So we should look at the critical risks of diffdremirlines from the group
perspective, thinking about whether they can malieg or not in the airlines, and
assuring effectiveness of the controls across tti@es, which are designed to make
sure our residual risks correspond with our riskpapite, the group’s appetite and
not the ones of individual airlineg1A-Alpha).
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IA-Alpha continued:

“If not, some risks in our group catalogue can belar-assured, some may be over-
assured, typically because different departmentthdcsame thing, and also we use
the external assurance services. So we should nearthg map better, the
distribution of assurance of particular risks beemethe airlines. This is exactly

where ERM can add value across the grogi&-Alpha).

6.3.2 ERM technologies

The concept of risk technologies denotes a compéxof rules, routines, and tools
enrolled in the risk management process (Arena.e@10; see Chapter 3, section
3.3.2). In the context of risk management systemstjtutionalised rules regulate
enterprise-wide risk management processes and mgweg structures in Alpha,

constituting the formal risk management system. Tlles are enacted in routine
practice, for routines are the “patterns of thoughtl action which are habitually
adopted by groups of individuals” (Burns and Scape2000, p. 6). This section
describes ERM technologies, yet focuses in pagrcoih the enactment of formal rules
in the daily routines of Alpha organisations’ memsheConsequently, it therefore
demonstrates the level of institutionalisation dRNE principles in organisational

routines, and the coupling between ERM rules amdines, allowing the researcher to
later judge the maturity of Alpha’'s ERM systems.|ld8umay be implemented in the
airlines in demonstration of legitimacy from the lding company or external

constituencies. However, they may become decougdledn the practices of

organisational actors performed under the critefigoreserving technical efficiency

(Siti-Nabiha and Scapens, 2005). It also explotes ¢nactment of common risk
management policies established at the holding eompevel, and enacted according
to organisational logics of actors in Alpha airBnecausing differences among the

performed routines in different airlines.

Risk management processes, formally institutioedlis Alpha through a framework of
policies and procedures, facilitate identificati@ssessment, management, and review
of relevant risks. Identification of risks is forftyaconducted at multiple levels across
the Group, from lower operational levels in the Adpairlines to executive levels of the

individual airlines and of the Alpha holding comgan
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As explained by CRO-Alpha:
“Risk teams in the airlines interview directorsdifferent departments at least every
guarter to see what is going on in the businessy heks are being managed and
what new problems have come up... Emerging andegfiarisks are discussed by
executives in the airline{CRO-Alpha).
Risks are additionally identified in individual fatmonal committees of the Alpha
airlines and Alpha holding company. As previoushdicated, the involvement of
organisational actors from across Alpha’s hierashif formally required through the
extensive framework of Alpha’s policies and proaediy was acknowledged by Alpha
members to effectively streamline risk identifioatiprocesses. With regard to financial
and safety exposures in particular, within Alpha&k management system there are
separate strong pillars of financial and safeti ns&anagement, and there are review
structures in place assuring these systems ane ofiéated. Interviews conducted with
individuals holding related positions in Alpha-ldaAlpha-2, in functions related to
safety and financial risk management such as M3kgha, MSF/3-Alpha, SRM/1-
Alpha, or SRM/2-Alpha, despite being guided by anowmn framework of policies,
revealed differences in the risk identification tinas performed in the two

organisations.

Review of risk tools in use in the Alpha airlinesdaAlpha holding company facilitated
during site visits allowed the researcher to vehidyv risks are formally recorded in risk
registers which compile data relevant to all ideedi risks. Records of exposures
include information on the nature of risks, thegsessed levels of probability of
occurrence and potential impact, criticality, r@kners and related persons who should
cooperate in their management, and a descriptiothefcontrols in place. Each risk
figuring in the registers is assigned at least oweer; for example, in cases of risks
related to operational crises, risk ownership Egised to heads of contingency plans.
Differences have been detected in assignment okeship for risks in Alpha-1 and
Alpha-2, in terms of assigning single versus midtipwners to particular types of
exposures. Additionally, risk register records uag estimations of future increases or
decreases of particular exposures and indicate wtiedr risks are related to the
exposures. Finally, the records indicate how audhsuld be performed on the

exposures. Risk registers are formally requirecoéoupdated on a quarterly basis;
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however, representatives of risk teams claimedhtmerage risk owners to update the

registers more frequently, in order to keep themds as accurate as possible.

CRO-Alpha explained how emerging and strategicsreie considered at the executive
levels of Alpha airlines and the Alpha holding canp, which was later confirmed in
the accounts of other interviewees. Group execsittkemonstrated awareness of the
importance of the emerging and strategic risks.
MCM-Alpha pointed to the volatility and unpredictiy of airline business
environment:
“Unknown unknowns will happen, so you cannot kndvatwt will be, but you have
to be prepared for something extraordinary to hagp@MCM-Alpha).
In a different discussion he also stated:
“...It shows that the black swans, they happenyThieppen and they stay, causing a
change in paradigm’(MCM-Alpha).
TRM-Alpha similarly confirmed the importance of emgiag risks:
“In this sector the most relevant risks are the e don’t know yet(TRM-
Alpha).
Formalised policies enforce assessment of theifdehtisks in terms of their perceived
levels of probability of occurrence and potentrapact on organisational performance.
Both quantitative and qualitative measures are uséke risk assessment mechanism.
According to CRO-Alpha:
“Risks at operational level tend to be evaluatedaimore qualitative manner, while
higher level risks, for example major financialkss are often quantified{CRO-
Alpha).

The Alpha airlines evaluate the economic impacgparticular risks on separate scales
according to the sizes of their operations; fomegie, risks evaluated as having a “low
economic impact” in one Alpha airline may fall irttee category of “medium economic
impact” in a smaller Alpha airline. Risks from assahe airlines are consolidated at the
holding company level; however, risks classifiedhwilow economic impact” in a
smaller Alpha airline may not get included in thekrmaps issued at the holding
company level, as these are excluded from anafigis when the potential impact is
below a certain value. DRC-Alpha highlighted diffity in assessing the economic

impact of certain risks; while referring to the kri®f operational disruption, and
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specifically to the eruption of volcanic ashes vihparalysed the European airspace in
April 2010, the interviewee stated:
“The volcanic ashes crisis demonstrated how chglileg it is to evaluate the
economic impact of certain events; even after timschad finished, it was still very
difficult for us to calculate how much it had cast (DRC-Alpha).
This is partly due to correlated effects of risksmultiple areas of airline operations;
DRC-Alpha also noted:
“Evaluating the economic impact of risks is, to somxtent, an exercise of the
imagination... For example, in the case of an airstrat may cause the deaths of 10
or 300 people, each scenario implying differentssmuences on insurance policies,
airline reputation, or resources required to mandfe situation”(DRC-Alpha).
Despite the difficulty in assessing the economfect$ of certain risks, this exercise is
systematically performed across the Group, foxgsessed by the TRM-Alpha:
"Unless you can at least approximately assess rigis, cannot deal with them”
(TRM-Alpha).
Furthermore, DRC-Alpha emphasised the need to densnultiple aspects of risk
impacts in Alpha’s assessment methodologies.
DRC-Alpha stated:
"The financial bottom line cannot be the ultimatéecra for assessing risks. For
example, we cannot think of safety only in termtso®f much safety risks can cost us

in this business human lives are at stakeRC-Alpha)

Priority is given to management of risks with relaly high levels of potential impact
and probability of occurrence. Risk controls arérdel for the majority of risks and
they are developed by the owners and related padssigned to particular risks.
However, as verified by the researcher throughvaeweof corporate risk registers, not
all risks featuring in the risk registers of Alphalines are assigned controls; this was
explained by DRC-Alpha:
“No controls are assigned to, for example, the w$leconomic downturn. But we do
look at the effects of economic downturn, for eXxamgn profitability of long-haul
routes and we take it from there; or in terms dé@&s of the economic crisis on
market risks — let us say interest rates, we implgngsontrols, we make sure airlines

go to the market and place hedges according tgoolicies” (DRC-Alpha).
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Based on a review of internal documentation thearsher concluded that the reporting
lines for communicating risk-related data are dieagstablished in the policies
developed at the holding company and at indivichidine levels. Reporting on risk
exposures is officially conducted every three mentithough in some Alpha airlines
risks are reviewed more frequently; as explaine®@BL-Alpha:
“It is sometimes necessary to review risks morerofso that we can correctly
capture the dynamics and volatility of particulaqpesures, and to better control the
evolution of particular risks, and also to see whitsks are no longer a priority,
which risks have materialised(DRC-Alpha).
DRC-Alpha also commented on the reporting extraadi risks:
Apart from regularly reporting schedules we ofteapgare reviews of risks which we
consider should be discussed immediately by differemmittees; they need to know
what the major threats are and how they are beirapnaged. They need to be
frequently updated on the risk situation in ordemtake informed decisich@©RC-
Alpha).
During periodical reviews the levels of probabiléyd potential impact of risks are
reassessed, and the effectiveness of controlsae gbr mitigation of risks is revised.
The researcher verified, in internal documentattbe, existence of risk tolerances and
Key Risk Indicators (KRIs) which are establishednidividual Alpha airlines, yet not at

the group level, in order to facilitate review sfks.

The need to constantly maintain the risk managemsystem up to date was stressed by
different interviewees, who reported how, previgusisks would be reviewed and
reported across Alpha airlines and the group egetymonths. According to DRC-
Alpha and TRM-Alpha, this was not enough takingiatcount high volatility of the
airline operating environment. TRM-Alpha additidgaktressed the importance of
presenting risk information across the group in warderstandable and accessible
manner. In the discussion on the models and equsatinderlying the group’s Financial
Risk Management framework he noted:
“We often present findings from the Financial Rilanagement framework in a
graphical manner, in order to make them more un@edable for non-financiers...
It is important to understand the outcomes of tloel@s we use, rather than making
everyone understand the econometrics and the matlenibehind the conclusions”
(TRM-Alpha).
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Quarterly reporting requirements imply conductiegular reviews on the development
of particular risks and identification of new exposs. DCR-Alpha noted:
“If during several consecutive reviews a particuldsk position does not change, it
is often the case that the risk is defined imprhpeso it needs to be redefined in
order to better reflect the nature of the risk arsdvolatility” (DRC-Alpha).

As previously discussed (section 6.3), the risk agament framework of Alpha is
characterised by a high level of formalisation whidespite criticisms of excessive
bureaucracy voiced by some organisation membersawaied to be necessary in order
to ensure a uniform level of diligence througholitphases of the risk management
process and across all Alpha entities. This orgaioisal objective seems to be partly
achieved, as shown by the evaluation of the effengss and efficiency of the risk
management processes, in which the intervieweggmeral expressed positive views
of the functionality of the processes. However, sanganisation members called for
more clarity and uniformity of risk management meges conducted in the different
Alpha entities. 1A-Alpha explained:

“Indeed, we should have a better idea of what tbetls are in each company,

what is the treatment of each of the inherent risled make the risks later settle at

the residual levels within our risk appetite.... We & different places right now

when it comes to giving transparency to these ssnehe individual companies

[Alpha entities]” (IA-Alpha).

IA-Alpha continued:

“Because it’s really easy to put on paper ‘our thgl risk is EUR 300 million, but it

tells me nothing if 1 don’t know exactly what i timherent risk behind it, what

controls have been put in place to lower the rsEEUR 300 million”(1A-Alpha).
The alleged lack of clarity and uniformity in riskanagement processes conducted in
the airlines may be another factor causing vamatio organisational routines, despite
them being guided by a common set of highly forseirules.

Based on the review of responsibilities and acahihities throughout the different
stages of Alpha’s risk management processes, gwareher concluded that the risk
management function facilitates strategy-settind dacision-making processes in the

Alpha airlines and Alpha holding company.
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CRO-Alpha commented on the alignment of these fanst
“Risk and strategy are related, to put it simply, that we take into account risks
when strategy is being developed. If you look atsttategy, and you look at our
risks, we do not map one to another on paper, tgtis implicit, they are discussed
by the same people at executive le{€@RO-Alpha).
CRO-Alpha elaborated on this thought:
“We don’t bother to make the leap to mapping risko the strategy, because it's
something people should have at the back of thiidsnand not by producing extra
matrices and documentatiofCRO-Alpha).
MSF/2-Alpha also noted how structures and practiceglemented in the Alpha
holding company support close cooperation of tlsk mnanagement and strategic
management functions:
“The Management Committee meets in the office d@ott, so we [the risk function]
know them well and cooperate with them very clos8ly every risk report or
presentation we produce, almost immediately [TRPRA] visits the Management
Committee and is delivered, so it is all ultra-dtii§MSF/2-Alpha).

Following the assessment of the risk technolograpleyed in Alpha, the researcher
concluded they facilitate generation of an integplaview of risks across the Alpha
entities. This is due to the risk management rales$ routines as reflected above, as
well as the tools supporting the risk managementtfan. Multiple risk owners are
assigned to many types of exposures in figuringsik registers, while the records also
indicate related professionals who should provideice to the risk owners. Formal
involvement of the risk owners and the related ipartepresenting various business
areas which could be affected by risks boost imtiegr risk management in Alpha. The
cooperation of the risk owners with the relatedipamwas formalised in such a way that
all parties figuring in the risk register in retati to a particular risk are required to
provide written input on a regular basis, includiawg independent assessment of the
levels of probability of risk occurrence and riskpact, and a proposition of mitigating

measures.

Furthermore, the researcher was shown by Alpha reestiow the risk registers allow
for exporting risk-related data to different formaif reports such as risk maps. The

systems employed across Alpha, although diffenerieims of technological solutions
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in use, are compatible when it comes to generaipgrts and risk maps, and merging
risk data from different airlines to consolidategorts of the Alpha holding company,
which facilitates obtaining an integrated visionrisks faced across the Alpha entities.
For example, one of the Alpha airlines developgutagprietary intranet application for
risk management, arguing in-house development efridk tool allowed them to best
tailor utility of the tool to organisational needsgilitating incorporation of the risk
management function into the ordinary businessvities of individual departments.
The tool was claimed to be compatible with the tedbgical solutions operated in the
remaining Alpha entities in that it allowed for cbming data and feeding data to the
risk maps generated in the Alpha holding comparne flesearcher reviewed different
risk maps which consolidated data on threats rlabethe execution of company
strategies, as explained by CRO-Alpha:

“Risk maps present the business situation frombide news point of view” (CRO-

Alpha).
Review of risk maps demonstrated how they integmtposures from different
management frameworks operated across Alpha arlisach as safety, quality,
security management systems, and others. While mslps concentrate on the
‘downside’ of risks, Alpha’s risk management apmtoavas concluded to also consider
the ‘upside’; opportunities related to strategies discussed in Alpha through different
mechanisms. CRO-Alpha explained how, for examgple,acquisition of a competitor
airline would be regarded as an opportunity andlevéall within discussion of strategy
departments; however, once the acquisition had k&enouted, integration risk would

be displayed on the risk maps.

6.3.3 Pillars of the ERM model

The risk management function in Alpha, as previpusported (section 6.4), lies within
three independent yet integrated pillars: corporsgk management, financial risk
management, and safety risk management. The coepoisk management pillar

comprises management of enterprise-wide risks, asdhdicated in the discussion on
Alpha’'s ERM technologies, it draws on the inputnirdinancial and safety risk

management pillars. Due to extraordinary importaofceBnancial and safety exposures
to Alpha’s business, this section provides a maitkd overview of the rules and
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routines directed at their management, and shotegriation of financial and safety risk

management pillars within the corporate risk mansay# pillar.

Financial risk management

In the case of legacy carriers such as the AlpHmes, jet fuel currently constitutes
about 35% of their overall cost base; Alpha aidimempete in the commodity market
with sophisticated investors with speculative apphes, and thus are forced to employ
advanced hedging strategies in order to put sorgeedeof certainty into the business.
The recent financial crisis restricted funding idirees, which experience difficulties in
gaining access to debt unless their credit ratanggelatively high. ‘Black swan’ events
such as the terrorist attacks of September 200bdstrated the importance for airlines
to maintain strong cash positions; among othegthiairlines need to carefully manage
the balance between owned versus leased assetsieinto ensure availability of cash
flow during changing economic cycles. Taking intw@unt the nature of operations of
Alpha airlines that predisposes them to substafitiahcial risks, it came as no surprise
to the researcher to learn how the Alpha airlinesoted particular attention to
management of the financial risks. This also shdles aforementioned argument
(Chapter 5, section 5.2.2; Appendix C) that th& psofiles of the Alpha airlines are

relevant contingency factors determining airlin@gérall risk management approaches.

The Financial Risk Management model (hereinaftdretoeferred to as FRM) employed
in Alpha seems to play an important role in Alphaforts to align the risk
management function with the strategic managememnttion. The framework was
designed in order to allow for testing differenesarios of the materialisation of risks,
while the outputs the model delivers are largelgickted to the strategic planning and
decision-making processes. The FRM model consitlezsappetite established for
particular types of risks and provides guidanceoptimising strategies in accordance
with risk appetite. As explained by TRM-Alpha:
“The model suggests policies which maximise thé catained in each airline per
unit of risk retained”(TRM-Alpha).
Possible scenarios of business plans of the Alphaes or the Alpha holding company
are tested within the limits of risk appetite eitded for particular types of exposures,

and the FRM model estimates cash positions in yipethetical scenarios in a defined
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time horizon. As explained by the TRM-Alpha, in igsng strategic and business
plans for Alpha, the FRM model considers the magprestions which might create new
risks for Alpha, hypothesising on possible scemarsoch as changes in the Joint
Aviation Requirements (JAR) in the matters relateairline operations, a sudden rise
in emission trading (ETS) costs, an unpredictecessty to replace the fleet, and other

macro-challenges.

A Financial Committee has been established in tiphaholding company in order to
centralise the financial risk management functionoag the Alpha entities and
facilitate discussion on policies regarding casmaggment and management of fuel,
foreign exchange, and interest rate risks. Therféiah Management Committee holds
monthly meetings attended by relevant membersnainttial departments of the Alpha
airlines, and it serves as a forum for an exchamigeleas and concerns regarding
financial risk management. The Financial Committeas evidenced to cooperate
closely with operational planning departments, \Wwhig aimed at adjusting structured
finance policies to the business plans of the Alginignes. The Financial Committee, as
reported by the interviewees connected to the @iednnctions in the Alpha entities,
regularly delivers reports directly to the Managem@ommittee of the Alpha holding
company. Close cooperation of these two organisrzelieved to facilitate informed
decision-making and timely re-adjustments of finahcisk management policies to
corporate strategic decisions. Despite the existarichighly formalised policies and
procedures regulating the financial risk managemfmiction across Alpha, the
researcher evidenced positive feedback among tbeviewees related to this particular
function. Contrarily, the interviewees engagedigk imanagement processes targeting
other types of exposures had a negative opiniothefissues of high formalisation
versus organisational agility. As explained by M&RIpha:

“Everything we [Financial Committee] work on in tes of risks gets reported

directly to the Management Committee, there arecammunication burdens in

between”(MSF/2-Alpha);
MSF/2-Alpha provided an example of flexible coopera between the Financial
Committee and the Management Committee of the Algliding company:

“For example, in December we saw really attractlegels of euro/dollar, and we

decided to take advantage of that. We approachedvthnagement Committee and

requested a waiver from the previously definedgyain order to take advantage of
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the situation, and it was approved immediatelywso passed it on to the airlines
which traded accordingly with the new policgRSF/2-Alpha).
The interviewees related to the financial risk ngemaent function also conveyed their
understanding of the importance of maintaininggeitit records of the evolution of
financial risks and their effects on the overaliffpemance of airlines:
“It is crucial for us to maintain a database whene record the evolution of risks...
We register all relevant [financial] risks with tinenanagement status... It allows us
to track how operating results were affected when were, for example, more

exposed to currency fluctuation§MSF/1-Alpha).

With regard to the integration of the financialkrisianagement pillar with corporate
risk management systems and, as previously mewgtigeparate reporting lines have
been created by linking the financial risk managentmension to the top corporate
levels of airlines and the Alpha holding companyiler data on major financial risk
positions is additionally communicated to airlind®isk Directors and to the CRO-
Alpha for their inclusion in corporate risk mapss &videnced by the researcher,
evolution of the financial risks is recorded in aeyie databases together with their
corresponding controls. Furthermore, policies retyog management of the financial
risks are developed at the Alpha holding companyelleand imposed for
implementation in the Alpha airlines. As explain®dMSF/1-Alpha:
“In terms of fuel, we control whether all airlinegperate within the levels stipulated
in the fuel hedging policy of the Group. In ternisfareign exchange and interest
rate risks it's similar; we check whether all aidis operate within the limits pre-
established in group policies... As per the cash mament, we check airline
liquidity levels, and check whether the financialoterparts of individual airlines
have satisfactory ratings{MSF/1-Alpha).
MSF-1 also explained how market forecasts are dssli during the Financial
Committee’s meetings, and conclusions are fed-backhe policy makers, with

suggestions on hedging mandate quotas for the comamths.

Hedging of financial risks is an indispensable nmsanagement strategy for airlines, for
it retains and restores liquidity while being calesed a competitive factor in the
industry (Carter et al., 2006). However, accordimg1CM-Alpha hedging alone is not

enough to effectively manage all financial risksirig airlines. MCM-Alpha reported
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on his journey that led him to conclude on the nigehvest in sophisticated financial
risk management software and specialists due téattighat “the marginal productivity
is very high”. MCM-Alpha advocated development ofsgstematic approach to
managing financial risks, where risks are measthezligh aggregation and are stress-
tested through simulation while the overall applo#& aligned to strategic business
plans of Alpha airlines. A proprietary methodolodlge Financial Risk Management
model (FRM) was designed in order to assist theisaeemaking of senior
management in the light of the full set of riskeed by Alpha. The model was
internally developed in one of the Alpha airlinéssed on risk modelling solutions
implemented in the financial industry, and laterstope was extended to cover group-
wide exposures. The majority of the interviewees,discussions during which the
subject of FRM appeared, believed that it allows dbgning the risk management
function with strategic and business planning fiomd. The researcher studied the
functionality of the model in order to verify thielief, mainly through interviews with
members of the Alpha holding company, but alsoughoa review of different business
scenarios ‘stress-tested’ by using the FRM modaichvled the researcher to confirm
interviewees’ opinions in this regard. The researckcognised the FRM model as one
of the ‘best practices’ identified in the course tbE empirical research, while its

functioning and utility are reviewed as follows.

The FRM model is operated in the Alpha holding camp and outcomes of the model
are used not only for establishing financial mamagyet policies across Alpha but also
for evaluating the impact of different managemeoénsirios on Alpha’s overall
performance. The FRM model facilitates projectiard sevaluation of management
decisions in five major areas. Firstly, the FRM mlogsts the effects of management
decisions on the evolution of financial ratingsrdeal to the Alpha airlines by their
rating agencies. Secondly, the FRM model is usedofdimisation of the hedging
strategies across Alpha. Thirdly, the FRM modelsteaffordability of investment
decisions across changing business cycles; long-tapital expenditure scenarios are
assessed, for example, in designing fleet acoumsititrategies. Fourthly, corporate
growth decisions are evaluated by using the FRMehdd test whether, for example,
the acquisition of a competitor airline would becrative or dilutive in terms of

shareholder value, as reflected in earnings perestaues (EPS). Finally, the FRM
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model is applied in advanced scenario analysisprider to estimate the impact of

operational disruptions on Alpha’s performance.

FRM is oriented towards maximising Alpha’s utiliynction at pre-established levels
of risk appetite. A Monte Carlo simulation is coothd, creating thousands of scenarios
with stress-forecast financial statements. The Fporms stress tests of business
plans, considering three main groups of variablesnacroeconomic conditions,
operating conditions, and financial variables. A&l business is strongly correlated
with the evolution of macroeconomic conditions lie global economy (Mason, 2005);
therefore, the FRM model considers projections atmo-variables in the future. Alpha
airlines’ operations can be temporarily restrictegd a wide array of ‘unknown
unknowns’ events such as strikes or adverse weatimelitions which cause disruptions
to operational schedules; the FRM model allows donsidering restrictions in the
scheduled operations of particular airlines, initold to the financial consequences of
such events. Furthermore, airlines’ business pdaeadested at different values of three
financial variables: fuel prices, currency exchanges, and interest rates. A complex
structure of variances and co-variances was incated in the FRM model, in order to
reflect correlations among the inputs of the modRisiness plans tested in short
horizons assume moderate volatility of inputs, whésting in long horizons assumes
extreme volatility of inputs in order to capturetrexe scenarios, the so called ‘black
swan’ events. Testing of business plans in the FRdbtlel reflects development of
financial measures in hypothesised scenarios ssidagh flow, free cash flow, cash to
equity, debt, operating profit, funds from operatipor EPS. As explained by TRM-
Alpha:
“We can factor into the FRM model any type of etbat appears on the risk map of
[...] and check its financial impact... So the modtbgi assessing impact, allows us to
prioritise risks (TRM-Alpha).
With regard to the previous discussion on the mflehe model in developing an
integrated view of Alpha-wide exposures, TRM-Alpdglained how the FRM model
combines Alpha-wide scope while testing differeyppdthetical operational scenarios:
“Definition of correlations between various risk$iéh operational scenarios is a
crucial part of the [FRM] model. It would make nense to assume that the
variables we consider in the model are independémine another... For example,

volatility in fuel prices may be related to diffateevents, such as changes in GDP
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levels, a financial crisis, or terrorist attackg) & is important to have a well-defined
structure of correlations in place in order to cape the interrelation of variables of
the model’(TRM-Alpha).
The developers of the FRM model stressed thatatiges an additional input to the
decision-making process, yet such input does nustdate a base for decisions. TRM-
Alpha claimed:
“We are aware of the modelling mantra ‘trash irash out™” (TRM-Alpha).
By this logic the quality of input determines theafity and usability of the FRM
model’s outputs. TRM-Alpha continued:
“We are using FRM as an additional source of daametimes in order to test the
intuitions of Management, yet we are not fanatiésttos model. Nothing can
substitute common sense, experience, and expe@ftifee managers that we are
lucky enough to have in our Management Committadirig the Group” (TRM-
Alpha).

Since the FRM model provides input in the firsttamee to the financial risk

management team of the Alpha holding company, artde second and third instances
to its Management Committee and the Board, it wasurprise for the researcher to
realise that despite the important role that th&FRodel plays in the risk management
and strategic management function of Alpha, awa®n® the model was barely

existent among the Financial Risk Managers or Ris&ctors of the Alpha airlines.

When this issue was raised in a complementaryrrimdbdiscussion with the developers
of the FRM model, TRM-Alpha argued:
“It’s not important to know how to build a car; #timportant to know how to drive a
car... Managers in the [Alpha] airlines are involvea the process in that they
participate in risk meetings, we exchange infororaton financial risks, and they
are informed of the policies and the quotas, famnegle, for hedging. But we run the
system internally, in the [Alpha] holding comparyfRM-Alpha).
TRM-Alpha continued:
Also, when we talk to the Management Committeeg e some great minds there,
strategic minds, and not always numerical mindsw&en they ask us to evaluate a
strategic decision, we come back to them with ¢raso’ and ‘because’, but without
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explaining mechanisms that lead to our feed-bduky don’t need to know how we
play with the numbers [laugh]{TRM-Alpha).

Safety Risk Management

Safety risk management, just as financial risk rgan@ent, is an independent yet
interdependent pillar within Alpha’s ERM model. 8f risks encompass a wide range
of operational exposures, ranging from minor inoiddo important hazard risks which,
if materialised, can have multiple severely negatensequences for airlines, including
financial or reputational losses. The safety righagement framework employed in the
Alpha airlines, denominated in the industry as édaManagement System’, is strongly
conditioned by an extensive regulatory frameworkoampassing stipulations of air

transport associations such as, among others, IADSA, and EASA (Otero, 2006;

Curran and Fisher, 2012), that demonstrates thectsffof, among other things, risk
profile contingencies and coercive pressures ondtheelopment of risk management
solutions in airlines (see Chapter 5, section 5&dpendix C). Thanks to the courtesy
of the interviewees, the researcher was able tmmgeasome of the risk management
procedures guiding collection of relevant safetiada special risk registers, or general
rules for handling diverse types of incidents. Tasearcher also reviewed analytical
software employed in the airlines in order to spends in safety records and mobilise
intervention strategies when necessary. The magues of interest to this research,
regarding the safety management framework of Alpina,the coupling between safety
rules and routines enacted by organisation membeesjdition to its functionality and

alignment with the corporate risk management system

As previously indicated, the safety risk managenfanttion in Alpha has dedicated
safety governance structures at the executive deivethe airlines and in the holding
company, led by the Safety Committees. The safskymanagement function in Alpha
is regulated through a complex framework of poc@d procedures for the prevention
and handling of operational accidents and incidesustingency plans are developed to
deal with major safety-related threats and eveantsl, crisis manuals are defined and
tested on a regular basis. Safety missions araateind guidance is provided to safety
officers on the requirements of safety managemieategjies, with clearly defined and

detailed objectives and priorities. However, asdatéd by the interviewees, there are
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discrepancies between the formalised rules andutishalised routines in the Alpha
airlines. The safety function is structured clas@perational / production departments,
encompassing, among others, pilots, maintenandeesg, flight attendants, or ground
crew. As indicated in particular by SRM/1-Alphahadence to safety manuals in their
different dimensions varies among particular groopgshe production departments,
which are additionally influenced by their cultukelckgrounds, for, as explained by the

interviewee, some cultures foster following theesumore than others.

Attaining to the problem of decoupling, and in artie promote positive risk cultures,
several initiatives have been undertaken in Alphan attempt to extend the merits of
safety systems from reactive to preventive safetit management. According to
SRM/2-Alpha, the most important initiative was adnat changing the reporting
culture, in order to foster trust and incentive cammication sharing rather than
suspicion reigns. Since pilots play an importarie rimm safety structures, they are
encouraged to become safety managers, and full-tiethcation to this position is
encouraged rather than it simply being performedddition to flying. The safety risk
management function generates separate risk mapsisi reports. Major safety-
related threats such as aircraft crush would béudied in the general risk maps
presented by the Risk Directors of the Alpha agdiror by CRO-Alpha for the sake of
completeness. However, as reported by the inteegewthey do not constitute the core
of discussion within Alpha’s ERM model; safety iskre reported and discussed within
separate structures established for this purpos@ofed by SRM/1-Alpha:

"Because in the safety area we do not compromigee tis not much room for

discussion, risk tolerance is extremely Iq®RM/1-Alpha).

DRC-Alpha additionally explained:

“Safety management systems are quite independiémbugh essentially integrated,

within the general corporate risk management systeBERM considers major safety

risks mainly because they are related to othersrislich as, for example, reputation

risk, so we share information regarding safety riskuations with safety risk

management structure§DRC-Alpha).
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6.3.4 ERM internal environment

Internal environment sets the tone for organisali@RM approach. It can be regarded
in terms of institutional logics encompassing valugorms, ideas, beliefs, and broader
meaning systems influencing the actions of actamstors’ understanding of
organisational strategies including the risk manag®@ strategy, and the
conceptualisation of uncertainty (Arena et al., @0The elements of Alpha’s internal
environment which are particularly relevant to grexformance of the ERM approach
are risk appetite and risk culture. Risk appetithich reflects Alpha’s inclination
toward risk, is set by the Board in risk managenstrategies, considering the interests
and risk-preferences of major external and intesteteholders. Risk appetite varies in
different areas of Alpha’s operations. While thekriappetite for strategic risks is
defined as high, Alpha claims to have no toleraiocesafety risks or breaches of legal
and regulatory obligations. Risk appetite is ampte risk management strategies and is
employed throughout the Group in the risk managénmncesses via tolerance

thresholds established for particular groups dfstis

Members of Alpha airlines interviewed for the pusp®f this research shared common

beliefs regarding the importance of developing askareness at all levels within the

organisations. MCM-Alpha made an interesting pomthis subject:
“l think risk management in airlines is a culturkat has to be implemented from
operations to strategy, and you need to developremess at every level. This
approach is more effective [ERM embedded acrossninisation] than having big
theoretical [risk management] models. You can haweery nice model, but if risk
awareness is not embedded at different levelsmitite company, it will be useless”
(MCM-Alpha).

MCM-Alpha further emphasised the commitment of dporganisations to fostering
positive risk cultures within all levels of orgaai®nal hierarchies. DRC-Alpha
explained how risk-aware culture is promoted witAlpha by risk teams established in
the Alpha airlines, which, among other initiativdsyelop manuals and provide training
on risk management processes and procedures:

“We [a risk team of one of Alpha airlines] delivéraining across the airline in
order to explain the risk management approach twvat want to promote... We

explain how risk identification and management $thdue incorporated into the
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everyday activities of employees... We also trairplgeon how to use the risk
software, and we advise them sometimes on howofedy define controls{DRC-
Alpha).
On a similar note, CRO-Alpha emphasised that ineor formalise desired risk
management approaches within the Alpha airline&, management responsibilities are

included in the job descriptions of employees Hedént levels in the organisations.

In order to better understand, among other thitigs,risk culture across the Alpha
organisations, the researcher conducted intervievonly with representatives of top
organisational levels, but also with employees fronddle and lower management;
additionally, during the site visits the researchad the chance to speak informally to
employees at the operational level. The researcbecluded that the awareness of
organisational risk management strategy and empgyeommitment to the risk
management function varied across different fumetioand organisational levels.
Notwithstanding, the researcher concluded thavadtiforts are undertaken in Alpha in
order to promote positive risk management cultBseway of an example, an interview
with MSF/2-Alpha revealed how the risk managemenies and routines
institutionalised in Alpha facilitate adoption oéslred risk management approaches.
MSF/2-Alpha described the work of the Financial Qaittee that the interviewee forms
part of and which is operated by the Alpha holdioghpany. The Financial Committee
meets regularly in different international locasoyathering financial risk management
experts from the various Alpha airlines in orderdiscuss the main risk exposures.
MSF/2-Alpha noted:
“The fact that we [Financial Risk Committee] meegularly facilitates continuity of
risk management initiatives... Also, the fact thpdople travel from different
countries in order to meet and discuss risks g@ega importance to our role,
showing that risk management is treated seriouslyd | think it helps our
operations a lot... The data sharing culture [redeng risk issues] is really open”
(MSF/2-Alpha).

Alpha’s risk profile is regularly discussed by tManagement Committee and the
Board of the Alpha holding company, which estaldshhe strategic direction for
Alpha. Similarly, risk discussions take place ie thdividual airlines on a regular bases

at equivalent executive levels. While actively itweml in the analysis of risk maps, the
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executive and non-executive directors set the tivam the top encouraging risk
awareness across the Alpha airlines and advocatkenmentation of risk management
rules and routines. CRO-Alpha, who cooperates Btoseith these corporate
governance units, explained:
“[Tone from the top encouraging ERM] tends to cofmem executive and non-
executive directors. Also, if a non-executive doesays something new should be
done in terms of ERM, it's because they have sedone elsewhere, so they make
suggestions as to how to improve our systems. Butewmerything that works

elsewhere would work well in our business, airlines very specific{CRO-Alpha).

6.4 Conclusions and lessons lear nt

The analysis of the Alpha case conducted hereinagasidered within the context of
the group’s broader regulatory, social, culturaid aechnical environments, which
shape the logics of organisation members and ti@edes of their actions; the analysis
recognised the effects of various and sometimedlictomg pressures for legitimacy,

effectiveness and efficiency in designing Alphask management system. This being
said, Alpha’s choice of risk management systemadnordance with the theoretical
tenets of the contingency perspective, was infladnby the group’s organisational
context. The analysis demonstrated how the tramsitif risk management systems
within the Alpha airlines towards adopting the eptse-wide approach to managing
risks was mostly incremental and elapsing at aedfit pace within the individual

airlines, except for the revolutionary step of aiigy the Alpha-2 approach with that of
other Alpha entities upon its incorporation inte throup. The evolution of Alpha’s

joint risk management approach led to instituticaion of the ERM principles in the

system of organisational risk management rules wndines. Scarce evidence of
decoupling between ERM rules and routines suggestestly instrumental rather than
ceremonial roles and uses of ERM in the organisatinder study. The analysis of
Alpha’s risk management rules and routines confitrpeevious conclusions (Chapter
5) of a high level of maturity and advancement lod £ERM system. The analysis
allowed the researcher to draw conclusions on #st practices and shortcomings of
Apha’s risk management system, and provided vatulgisisons for implementing ERM

in airlines in such a way that allows for an aliggmhof the risk management function
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with strategic planning and decision-making. A stten of these multiple lessons is

outlaid as follows.

Firstly, findings from this study suggest that ¢hega positive risk management culture
is essential for effectively managing enterpriseewviisks. In Alpha high formalisation
of the risk management system was necessary dtleetsize and complexity of the
Alpha airlines (see Chapter 5, section 5.2.2 fecw$sion of organisational contingency
factors; see Appendix C); meanwhile, the criticismexcessive formalisation was
voiced by some organisation members who believddniiers organisational agility.
However, the existence of risk management rules dag guarantee that actors in
organisations will enact them diligently. The risltanagement routines reproduced by
organisational actors may be driven by their indiinal criteria of technical utility of
actions; if organisational actors do not perceiuffigent value in risk management
rules, their actions may be contrary to what isveyed in the rules, and the reproduced
actions may lead to institutionalisation of rousnahich do not embrace ERM
principles. Therefore, educating organisation mas)bareating a positive risk-culture,
and conveying the value of ERM to them is a condifor their ‘buy-in’ and successful

implementation of ERM across organisational hidras.

Secondly, findings from the case study of Alphask management system suggest the
importance of developing mechanisms which facditanterprise-wide identification of
risks, including important strategic and emergingks. The risk management
procedures instilled in the Alpha airlines were deviced to involve organisation
members from top, middle, and lower managemenhénrisk identification process.
This allows not only for detecting the process-leigks affecting mainly the cost bases
of airlines’ operations, but also for including estal and strategy-related risks in the

risk portfolio.

Thirdly, the case study of Alpha exemplified howe thirlines designed their risk
management frameworks in function of their riskefitgs; as previously mentioned,
and as discussed in more detail in Chapter 5 (Bech.2.2), there are multiple
institutional pressures and contingency factors ctvhairlines need to balance in
development of functional risk management appragcivlile risk profile demands, in

the researcher’s opinion, should be devoted pdaticattention. Development of
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separate pillars for the management of financial safety risks, as exemplified by the
Alpha airlines, serves as an example of the casthéneed to align risk management

structures and practices to risk profile requiretsen

Fourthly, through the analysis of the risk govewg®structures of Alpha organisations,
the researcher learned about the importance ofir=ippy dedicated risk units, such as
risk committees or risk directors, which are resiole for coordinating enterprise-wide
risk management efforts and developing an intedrateew of enterprise-wide
exposures. Additionally, findings from the casedstyoint to the importance of
integrating three lines of defence in the risk nggmaent systems of organisations, and

of creating an assurance map from the group rétlaerindividual airlines’ perspective.

Fifthly, findings from the case study demonstraifbofving the alignment of the risk

management function with strategic planning andsi@t making in organisations as a
best practice. The Alpha case study demonstrated dkistence of different

organisational routines which empower an integratibthese functions, one of which
is development of the FRM model. The FRM modelvadidor testing business and
strategic plans in different time horizons, in twntext of changing macroeconomic,
operational, and financial conditions, whilst it nealers the potential effects of
hypothesised scenarios on the evolution of airlifieaincial ratings; ratings granted to
airlines by rating agencies are of utmost importamcorder for airlines to be highly

leveraged. The FRM model allows for testing majapital expenditures such as
acquisition of competitor companies, affordabibfynew fleet orders, or setting up new

routes in the network.

The above mentioned and other best practices disdus more detail in Chapter 8
(section 8.2), have allowed the Alpha organisatitmsadopt a functional, enterprise-
wide risk management approach which is consideyeth® interviewees as beneficial
for their respective Alpha organisations and whahyeported by the interviewees, has
transformed the way that organisation-wide routiaesperformed in multiple areas of
airline operations. The interviewees reported, agnother factors, aligning hedging
policies with operational business plans. Alphdires increased the amount of cash
and cash equivalents in order to be better equigpethce unexpected challenges.

Financing sources were diversified; the airlinesuldolend smaller amounts from a
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larger pool of banks, and would issue bonds in otdereduce dependence on the
financial entities. A systematic, enterprise-wiggm@ach to managing risks in Alpha
supports shareholder value creation by reducingrtiatility of Alpha’s performance;
as explained by TRM-Alpha, reduced volatility leadsimproved credit ratings and
lower costs of both equity and debt capital, wlilso decreasing the probability of
liquidity problems. ERM adoption in Alpha is beley, as expressed by the
interviewees, to have improved their understandihgsks, which, by their accounts,
led to a more informed strategy setting and begeparation of the group for
operational crises and ‘black swan’ events. Thdifigs from the Alpha case study are
discussed and analysed in more detail in Chaptentich additionally draws on
Alpha’s risk management ‘best practices’ in forntinig the ERM framework in the

airline industry.
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Chapter 7

Case Study: Risk Management System in Beta Airline

7.1 Introduction

The previous chapter analysed the integral compsradrithe ERM system of the Alpha
airlines, the rationales underlying its organisaio design, and the logics of
organisational actors involved in performing thekrimanagement function. This
chapter aims to extend the analysis of airline nelhagement systems by presenting a
second case study; that of the Beta airline. Infitisé case study, the unit of analysis
was chosen due to the advancement of the ERM systaplemented in Alpha-1 and
Alpha-2 airlines, as indicated in the field studyabysis, which was later confirmed
through the case study analysis. The choice oéittiee codenamed ‘Beta’ as a unit of
analysis of the second case study was motivatedebgral factors. The field study
analysis revealed that although Beta has not affjcadopted ERM, as ERM adoption
was planned to occur in an undefined future timezba, the airline’s risk management
system was evaluated to be fairly advanced; nostatiding, despite recognising
potential for improvement in Beta's risk managemesystem, the airline’s
representatives regarded the system as functiordhiweell aligned to organisational
needs (see Chapter 5, sections 5.3.1 and 5.3.Z2n&ppC). Previous research provided
evidence of how ERM may fall into a rule-based cbamge function in organisations
(e.g. Power, 2007, 2009; Bowling and Rieger, 2@ice, 2005), while serving as a
ceremonial demonstration of external legitimacy V@eski et al., 1996). Contrarily,
organisations may adopt ERM principles as a mednschieving organisational
objectives, without announcing the adopted appr@actenterprise-wide” or “ERM” to
external stakeholders (Woods, 2009, 2011). Thezetbie case study of Beta provides
an interesting base for investigating an altermayigt effective way of organising risk

management structures and practices in airlines.

The second important characteristic differentiatBega from the Alpha airlines is the
business model. While the case study of Alpha (@wap) focused on two legacy
airlines, Beta is a low-cost carrier. Thereforeg tlesearcher found it interesting to
analyse a risk management model in an organisatsmiang of a different business
model. Thirdly, and related to the second ratiofaehoosing Beta’s risk management
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system for further investigation, the scope of Betgperations is smaller than that of
the analysed Alpha airlines; again, it is interggtio investigate the coupling of the risk
management function in a different organisationattisy — in terms of the

organisation’s size and complexity of operationgurhly, since the airline industry
undergoes a process of intense consolidation (Rbklet al., 2009), examining the
perspective of a single airline, subsidiary of agéa airline group (versus the
consolidated perspective analysed in Chapter 6) lmeagnriching to this study. Hence,
the case study of Beta should allow for examinimg &lignment of the airline’s risk

management system to varying contextual circumstgnthe context for examining
Beta’s risk management system versus that of thEhalairlines varies in terms of
organisational settings such as the business msideland complexity of operations, or
presenting a subsidiary airline perspective, asl waslin terms of different extra-

organisational factors.

Following the layout of the analysis presented imafter 6, the analysis of Beta’s risk
management system presented herein considers thee’'ai ‘risk management
technologies’, ‘risk management experts’, and tantext and rationalities’ of the risk
management approach that were previously analysdtfie field study (Chapter 5).
Similarly to the perspective adopted in Chaptertlte analysis of Beta's risk
management system is grounded in the theoreticapeetives of institutional and
contingency theory, and refers to the conceptsrgamisational fields and actors, risk
management institutions, rules and routines, unsdimalisation, or contingency and
institutional pressures. Similarly to the approaatopted in the analysis of the risk
management systems of the Alpha airlines, the amsalgonducted throughout this
chapter has both an exploratory and explanatoryacker, and addresses both the
“how” and “why” questions regarding Beta’'s desigmoice of the risk management
system. This case study explores the integral coemis of Beta’'s risk management
system, explains the rationales underlying its igométion from both institutional and
contingency theory perspectives, and explains tbhgicé and perceptions of

organisational actors regarding the risk managefo@ation.

Data for this case study was collected via multipleans, while the study relied in
particular on the data from 12 semi-structured rimsvs conducted with Beta's

representatives, mainly from the fields of finanaeternal audit, safety, IT, and
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production (see Table 4-2 in Chapter 4 for the rinésvees’ list). Internal
documentation was analysed, such as the framewbrkobticies and procedures
regulating performance of the risk management fancin Beta or internal audit
reports. In addition, the researcher reviewed tble management tools employed in
Beta, such as risk maps and matrices. Publiclyiadaiinformation on Beta was finally
examined in order to gain a better understandingp@fairline, and in order to contrast
the researcher’'s conclusions of Beta’'s risk managemules and routines with the
information reported to investors and to the gerauhlic.

The analysis presented in this chapter is organisiedfour sections. The section to
follow provides a brief overview of the case underdy and outlines the nomenclature
to be used throughout this chapter. The third secpiresents the risk management
system of Beta; risk management governance stestuules, routines, and tools are
reviewed, and both interviewees’ and researchegsis/ are reflected regarding the
maturity and functionality of Beta’s risk managemesystem. The final section

summarises the major findings from the case study.

7.2 Outline of the case study

Beta is a low-cost carrier which forms part of amernational group of airlines.
Terminology used across this chapter distinguidiets/een ‘Beta’, the single airline
forming the unit of analysis for this study, ané tBeta group’ or ‘the group’ referring
to all airlines forming Beta’s respective grouplutting the holding company. Due to a
competitive business model and its cost base, Bat consistently increased its
capacity while remaining profitable during recemays, which can be considered a
rather rare occurrence in the context of the chglleg macroeconomic environment of
the airline industry and its persistently low ptalffiility (IATA, 2013; see Chapter 1,
section 1.4). Beta’s business model stands on iiigbation of a single-aircraft fleet,
high crew productivity, and short turnarounds. Bitarates several international bases,
providing services primarily across Africa and Epgo Despite operating as a group
subsidiary, Beta’s risk management system, atithe the empirical study of the airline
was conducted (April-May 2014), had not been aliyngth the ERM framework
officially implemented in other airlines of Betasspective group. This was reported to

be mainly due to the size of Beta’'s operationstaedconsequent level of materiality of


http://www.tracker-software.com/buy-now
http://www.tracker-software.com/buy-now

175

the airline’s exposures, which are considered lowhe context of the group. As further
explained throughout this chapter, despite opegatem non-consolidated risk

management system, the rules and routines comsgitBeta’s risk management system
have been, to a certain extent, affected by thieas affiliation to the group.

Following the rationale presented in the case saidiie Alpha airlines (Chapter 6), the
description of Beta and its respective group hasnbeurposely limited in order to
safeguard their confidentiality, as stipulated iioranal agreement between Beta and the
researcher. Disclosure of more detailed informatbonBeta’s operations or societary
structure might facilitate uncovering the identdfy Beta or its respective group, and
thus compromise the confidentiality and anonymitgertakings. For the same reason,
titles of some of the positions held by the intewees from Beta, due to their
specificity, were purposely alternated in such g Wet they describe in general terms
the functions performed by the individuals while skiag their original titles, thus
preventing the readers of this thesis from disdogerthe identities of Beta's

representatives and the airline itself.

7.3 Risk management model

Governance guidelines issued by both “statutory pradessional bodies” (as defined
by Crawford and Stein, 2004, p. 498) reflect thewvithat risk management, internal
control, and corporate governance functions arer-rglated, while the boundaries
between these functions appear blurred (Woods, )2008ganisations may assign
diverse roles to the risk management system, facosefacilitating decision-making
processes, internal auditing, or compliance to @@te governance codes; these roles,
however, are not exclusive (Arena et al., 2011)okding to Arena et al. (2011), the
importance assigned by organisations to the pé#atiawles of the risk management
function determines where organisations are placed a continuum between
compliance-driven and performance-driven approaches risk management approach
adopted in Beta appears to integrate the threemekagement objectives discussed by
Arena et al. (2011) through a combination of battmfal and informal risk management
institutions; while formal institutions are groumtdé procedures, manuals and rules,
informal institutions such as norms, routines, ofitgal processes have a rule-like

status (North, 1990). Although the formal risk mgement rules developed in Beta
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suggest the airline’s risk management approachastgpprincipally the internal audit
and compliance to corporate governance codes anstias is further demonstrated in
section 7.3.2, a combination of formal and informsk management routines supports
informed, risk-based decision making in the aitliae risk management approach of
Beta, assigning different roles and uses to themanagement function, is reflected in
the formalisation of risk management rules andinest assignment of responsibilities
and accountabilities for risk management throughthg airline, and the risk
management processes and tools described throutji®section.

Risk management and internal control functions aiten aligned in organisations in
response to regulatory requirements which impose imreasing amount of
responsibility on boards of directors in terms ofating strong corporate governance
structures and communicating reliable data on comgeerformance (Miccolis et al.,
2001; Spira and Page, 2003). The integration of ithiternal control and risk
management systems in Beta is directed at providssyrance of conformity of the
airline’s financial statements to the regulatorgnfiework. As a subsidiary of a listed
company, Beta is required to comply with the regumients of the Internal Control over
Financial Reporting (ICFR) framework and risk repay requirements relevant to its
host country. This was clearly stated by the HIAeB&ho reported:

“Our risk management approach is to a large exteaused on compliance with the

requirements of the ICFR frameworidilA-Beta).
Thus, Beta’s risk management system includes @&ssefi mechanisms for timely
identification and management of risks related teneggating viable financial
information. HIA-Beta continued:

“We have got many procedures in place which guaarthat we properly identify

risks related to the quality of financial informati and reporting and that our

controls are effective(HIA-Beta).

Internal Audit’s relation to the risk managemenmchion in organisations is often
defined as supportive, in that internal auditingudtd ensure the effectiveness of risk
management processes (Fraser and Henry, 2007)outpats of the risk management
function are often capitalised on in designing riné& audit plans (Arena and Azzone,
2007). As is explained in more detail in the follog sections of this chapter, in Beta

the risk management function is closely integrateth the Internal Audit function,
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while the latter may appear to dominate in thiatrehship considering a high level of
formalisation of the internal audit processes vemsuow level of formalisation of risk
management processes in several areas of theea&rloperations. However, upon a
closer analysis of both formalised and informak nisanagement routines it becomes
clear that risk management is dedicated significatiention in Beta. HIA-Beta
commented on the coupling of the risk managemeit iaternal audit functions
performed in the organisation:
“Taking into consideration that the terminology tise same, and the underlying
concepts are similar, the line dividing the fielafscompetences of risk management
and internal audit is not clear. However, risk mgeaent and internal audit should
be regarded as independent functions, and so theyira[Beta]. Internal audit
reviews the efficiency of the controls we havdacegy while risk management covers
a broader range of activities... Internal audit prdes support to the management of
[Beta]” (HIA-Beta).

As previously mentioned, Beta's governance, riskt emmpliance framework (GRC) is
characterised by a high level of formalisation led internal audit and internal control
functions; governance structures and policies andguures have been put in place in
support of these functions. IA/1-Beta explained:

“When it comes to auditing our operations and varifithe controls, we put a lot of

interest into having these processes well regulatedidocumented(IA/1-Beta).

IA/1-Beta went on to say:

“The role of internal audit is clearly defined irBgta]... We have regulations in

place which lay out our processes and respongislit(IA/1-Beta).
Contrarily, based on an analysis of risk managemeutines performed in selected
functional departments, and based on an analysigeddirline’s internal documentation,
the researcher concluded that the level of forraatia of risk management routines
varies significantly depending on the type of expesthey are targeted at. By way of
an example, financial or operational safety riskserevidenced to be managed through
highly formalised routines. Notwithstanding, otlygves of risks such as IT risks or, to a
certain extent, market risks, are managed rattiemally. ITD-Beta noted:

“We are trying to avoid excessive formalism in oisk management initiatives. |

don’t think regulating all aspects of your operasobrings value at the end of the

day” (ITD-Beta).
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Similarly, DTR-Beta stated:
“Risk management does not constitute unnecessagabaracy” (DTR-Beta)
This notion was also supported by DC-Beta in audison on Beta’s risk management
system versus the systems implemented in oth@nesrfrom its respective group:
“Some airlines have implemented more structureagsstbut it all depends on the
resources you have and that you want to put ini® i we implemented a system
that works for us and at a lower cost, as long tawarks it means we are more
efficient” (DC-Beta)
CFO-Beta was convinced of the functionality of Betaurrent approach:
“What we have is a healthy common sense approadskananagement, and | think
it works quite well’(CFO-Beta).
Although in the interviews with Beta’s representas such as HSS-Beta, FSM-Beta,
IA/2-Beta, or MM-Beta, the researcher evidencedgh level of overall satisfaction
with the risk management system, some of the ir@ees, among others FF-Beta, SF-

Beta, and DC-Beta, voiced the need for the intradn®f a more structured approach.

Many scholars argue that the risk management fumcthould be ideally integrated
with organisational strategic and business planmraresses, in order to effectively
manage strategic uncertainties and facilitate meat decision-making (e.g. Beasley et
al., 2006; White, 2004; Beasley and Frigo, 200he Tisk management system of Beta,
although regarded to a large extent as inform#thah the existing formal protocols for
risk identification, management, and reporting @b cover all types of exposures, was
evidenced to extend beyond the compliance arembtcaprovide significant input into
decision-making processes at corporate, stratagd,operational levels in the airline.
Risks in Beta are conceptualised in different terfos example, as non-compliance
with regulatory requirements, as non-conformity hwimanuals, as not-reaching
performance standards, or as events causing addesgation from strategic and
business objectives. Thus, as will be further dised throughout this chapter, Beta’s
risk portfolio considers a wide array of risks ramggfrom risks threatening reliability of
financial information, to enterprise-wide risks Buas safety, financial, market risks,

and others.
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7.3.1 Risk management governance structures

The multi-functionality of Beta’s risk managemeppeoach determines the division of
responsibilities and accountabilities across thénaels organisational hierarchy. As
noted by HIA-Beta:

"As you will see, we do not give priority in ourrfisal GRC framework to risk

management. We don’t even have a specific risk geamant unit in the

organisation” (HIA-Beta).

However, HIA-Beta further explained:

“But it does not mean the function doesn’t exiss, very complex indeed, although

the processes are often more inform@HlA-Beta).
The ultimate responsibility for risk managementaissigned to the internal audit
department, which reports to the Audit and CompgkarCommission of the Beta
holding company and to Beta’s management team. ififteenal audit department
collaborates with different functions from acrobks tirline in collecting and assessing
data of both risks related to financial reportingd aother enterprise-wide exposures
(except for management of hazard and safety rsgessection 7.3.2). The internal audit
department maintains a central risk register ande) on the data included therein, risk
maps and risk reports are generated for furthezudson among Beta’s management
team and for risks reviews at the group level. Hiéta insisted on the independency of
the internal audit function:

“Internal Audit assesses the controls designed t@nage different risks... We

operate independently so we can properly assesefthetiveness and adequacy of

controls” (HIA-Beta).

HIA-Beta also reported:

“Independent audits are indispensable because tkecwives have a natural

tendency to perceive the controls they have dedigaeffective’{HIA-Beta).
As explained by HIA-Beta, by integrating data oskricontrols from across the
organisation and reporting on them to relevantlgeue the organisation, the internal
audit department facilitates discussion on riskd @nomotes understanding of the
airline’s overall risk profile. However, the clogesolvement of the internal auditors in
risk management processes may raise questionsdmegatheir independence and
providing unbiased assurance of functionality @ tisk management system.
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Consistent with the above arguments, DC-Beta ntitatla cross-functional advisory
risk unit should be appointed in Beta in orderamong other things, better integrate
risk-related information from across the compahg; interviewee stressed:
“It would be easier to get a global perspectiveoaf risks” (DC-Beta).
Contrarily, CFO-Beta and HIA-Beta, with regard iarficular to the integrated view of
enterprise-wide risks, were of the opinion that éxésting risk governance structure
does allow for incorporating enterprise-wide riskormation into key management
decisions; as stated:
“[In Internal Audit] we integrate information on sks from across the company... It
is clearly visible on risk mapgHIA-Beta).
However, as will be further elaborated on in theHfcoming section, it can be doubted
whether Beta’s management effectively relies onribke maps in the discussion on
risks and strategies. CFO-Beta would rather empbhasiformal risk management
routines institutionalised in Beta, which facilgatrisk-based strategy setting and
decision-making in the airline. By way of an exag)LFO-Beta explained:
“In preparation of business plans we need to coapewith different departments to
see their projections and concerns and to constdlem in key decisions... So we
know what the key risks are because the departnt@iktemongst each other... We
have a working environment in which information réh@ is very open” (CFO-
Beta).
In the discussion with other managers such as Di@-BeDTR-Beta, the existence of
risk maps compiled by internal audit was acknowéstjg/et the researcher did not find
clear evidence supporting their extensive use igamisational risk management

routines.

Although lacking formal appointments, the empiricatudy evidenced that
responsibilities and accountabilities for the ristkanagement function are cascaded
through Beta. Multiple actors are involved in tiekrmanagement processes across the
organisation, although few policies and procederast in Beta which formally lay out
the risk governance structure, in particular at lin@er management levels. Some
functional areas within Beta have dedicated risknagement units; by way of an
example, the Financial Risk Committee oversees Bdtaancial exposures and the

Safety Commission delegated by Beta’s board ottdire oversees the management of
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safety and hazard risks. Managers of other funatiareas were reported to act

informally as local risk experts within their resgige areas of responsibility.

7.3.2 Risk management technologies

As previously referred to in this thesis (Chapterséction 6.4.2) and as defined in
Arena et al. (2010), the concept of ‘risk technasydenotes a complex set of rules,
routines and tools enrolled in the managementsébriThe following analysis examines
Beta's risk management technologies, considerinth dormal and informal risk
management rules and routines; in addition, it akstects on the extent to which
formal risk management policies and procedures teeslated into the practices
enacted by individual actors within the organisati@he following analysis of the
major pillars of Beta’s risk management model destiates how the organisation’s
rules, routines, and tools are designed to fit il diverse roles assigned to the risk
management function in Beta, which, as previousbcuksed, provide support in
decision-making processes, internal audit processebsin compliance with corporate
governance codes. The analysis is conducted freobaidiary perspective, where risk
management technologies are, to a certain extdtliereformally imposed or
recommended by Beta’s holding company. The holdmmgpany indicates a series of
group-level risks which need to be regularly coased for plausibility at the subsidiary
level, apart from the formal requirement of condig the risks under the ICFR
framework. In multiple ways the risk appetite oé tholding company is transferred to
Beta by requiring conformance to policies and denis generated at the group level,

thereby affecting the risk management technologipgemented in Beta.

Management of enterprise-wide risks

Several formalised and non-formalised risk managemeocesses are simultaneously
conducted in Beta, which consist of successivesstpidentification, assessment,
management, monitoring, and reporting of risksnkaised risk management processes
of financial or operational safety risks coexisthwmiess formal or informal routines for
management of other types of risks. As previousigicated, the internal audit
department coordinates the enterprise-wide risk agament efforts. Internal audit
compiles catalogues of enterprise-wide risks, whaoh identified and managed with

different levels of formalisation in their corresmbng functional departments. Apart
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from risks which are relevant specifically to Betadperations, Beta is requested to

additionally assess the applicability of severalugrlevel risks at the subsidiary-level.

As explained by HIA-Beta:
“We are requested to analyse the risks applicableother subsidiaries or to the
holding company, and assess their plausibility... Example, exposures related to
fuel prices and transferring it to ticket pricesiteto be shared at the group level...
Although pension plan risks are only relevant toojgp subsidiary], due to their
importance and materiality they are discussed atgtoup level... Aircraft financing
is important to the group; however, due to ourfflsteucture we do not consider it a

key risk, our financing in this area is well mandg@HIA-Beta).

Risks applicable to Beta are analysed in termshefr tmateriality and, if assessed
important enough, they are incorporated into thesobdated risk catalogue at the
group level. However, due to the size of Beta'srapens, the materiality of its risks is
considered very low at the group level, and thusy thre rarely incorporated into the
group’s risk management system. Beta’'s risk managénprocess is additionally
conditioned by the group in that, apart from condgdnternal risk assessments in the
airline, decisions of Beta’s management team ireisd\vareas require approval at the
group level. By way of an example, investment exittenes of above a certain level
need to be reported and approved at the holdingpaoynlevel; fleet capacity decisions,
among others, once analysed within a wider busipéss context at the subsidiary
level, require approval of the holding company. i&iny, financial risk management
policies are imposed by the holding company, aliotihe subsidiary is provided with

a certain margin of flexibility.

Risks are assessed by using an impact and prdgabdirix. HIA-Beta explained:
“We evaluate risks in these two dimensions basedurrsubjective perceptions, we
do not conduct any detailed risk modellinglA-Beta).
Risk assessment methodology used in Beta is diffédrem the approach employed in
other group companies. Risks in other subsidiarigbe group and in the Beta holding
company are assessed at their residual levelssrinst of their respective levels of
probability of occurrence. However, risk assessnmeideta commences at a previous

stage; it considers inherent risks and the effeotgs of their controls to arrive at
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residual risks and determine their respective kwdlprobability of occurrence. HIA-
Beta explained:

“It's very difficult to evaluate the inherent risksd their corresponding controls,

but you need to undertake this difficult task afgonent, a common sense analysis,

or however you want to call it, in order to be abdedraw conclusions on risks at the

residual level{HIA-Beta).

HIA-Betafurther expressed his view:

“I personally think that by assessing residual gskwithout having previously

conducted any analysis at the inherent level, anithout having evaluated the

effectiveness of their controls, you ignore thetnsosnplex and most useful part of

risk analysis”(HIA-Beta).
Both qualitative and quantitative measures are .uQerlitative evaluations are often
applied to emerging or strategic risks where litjgecific information is available.
Quantitative risk assessments express the potemdiaétary impact on Beta’s operating
results and form the basis for evaluating potendi@viations from business plans.
Subsequently, risk responses and controls are ygpléor particular risks. Internal
audit periodically monitors the risk managementtaysin terms of adequacy and
effectiveness of the controls in place. As previpusdicated, the findings of internal
audits are reported to Beta’s board of directors] & the group’s Audit and
Compliance Commission. Additionally, risk owner® grovided advice on potential

areas for improvement of risk controls.

As evidenced through interviews with airline regmstives, there are several parallel
risk management processes taking place simultalyeaasoss the airline in different
functional departments, featuring different leveldormalisation. For example, and as
previously mentioned, the Internal Audit departmeesls with risks related to financial
reporting in addition to conducting reviews of ris&ntrols and compiling enterprise-
wide risk data; the legal department manages camgdi risks; the financial department
supervises financial exposures; the IT departmemtages IT risks; the broadly defined
production departments manage operational andysagis; simultaneously there are
transversal processes for dealing with strategimanket risks. Although apart from the
ICFR, safety, and financial risks there are no frmpecifications regarding the
frequency of updating risk portfolios, the majoritiythe interviewed representatives of

different departments across the airline claimedopming risk reviews on a regular
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basis; however, the timeframe for regular reviewas wlefined differently by the
interviewees. By way of another example, the mamage team holds regular weekly
“rollings” during which business projections arenttasted with reality, the strategy is
adjusted, and new risks are considered. CFO-Batagabto the reviews of business
and strategic plans being conducted at regulaniais
“Since we update our business plans regularly evew weeks, we also consider the
related risks and adjust our operations accordifig{C FO-Beta).
CFO-Beta also noted:
“We are requested by the holding company to reduleaview the strategic risks of
the Group to see if they are applicable to us, atsb strategic risks at the local
level” (CFO-Beta).
The risk management team that oversees finan@ks rconducts risk and strategy
reviews on a weekly basis; as explained by DTR-Beta
“We [the Financial Committee] meet once a week igcuss the evolution of the
market and adjust our hedging position®TR-Beta).
IT risks are reviewed on a monthly basis; ITD-Betalained:
“I meet with our Internal Auditors once a monthdwscuss flaws in IT controls and

to report on what we have done with previously iidiex problems”(ITD-Beta).

Similarly, HSS-Beta, MM-Beta, 1A/2-Beta, and FSMiBesuggested that other
functional departments also revise their relevasksrwith relative consistency, either
through periodical audits or implicitly through ewiming conformity with operational
manuals developed for their respective functionsweler, such reviews appear to be
conducted as informal routines in the organisatidn2-Beta commented as follows
regarding the risk management responsibilities asfous employee groups across the
organisation:
“Risk management is implicit in multiple operatintanuals regulating our day-to-
day operations... It is regarded as a responsipilaf all our employees... It is
implied in performance standards we have pre-ddfiaé the operational level”
(IA/2-Beta).
The implicit nature of risk management exercisewuph adherence to performance
standards regulating airline operations was alko@eledged by MM-Beta:
“We have very detailed instructions on how to do i [aircraft maintenance];

everything is explained in guidelines and also dgrwork training sessions we are
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advised on what the consequences may be if wetdmnform to the instructions...
So we know what the risks are, and we manage themoimg a good job and
following the manuals(MM-Beta).
This was also confirmed by the Flight Safety Mamd§&M-Beta):
“In the production part [departments] we move peoiom point A to B in the
safest manner possible, so our operations are vegulated... There are many
industry regulations, and also internal regulatiotisat we need to comply with;
everything is described in guidebooks and manudlshink people are very much
aware of the risks of not following, for exampleaimenance manuals, although
culture is a different thing; it really affects hanwch attention people pay to obeying
the instructions”(FSM-Beta).
Thus, risk management can be considered an intggiralof the responsibilities of
airline members at the operational level; risk nggmaent, performance management,

and compliance with operating standards and marseais to go hand in hand.

Although risks seem to be managed in silos at gexational level, according to HIA-
Beta, they are later coordinated and integratetdimvithe internal audit function. The
internal audit conducts periodical reviews of riskeanages a central risk catalogue of
both the risks relevant to reliability of financie¢porting and other enterprise-wide
risks, and generates risk maps gathering enterpiicke® exposures. During site visits
the researcher reviewed the tools that operatipsalbport risk management processes
in Beta: the risk registers and risk maps. Separiste registers are compiled in
particular departments by using simple spread-shéetm which the most plausible
risks are later included in the general risk regisnanaged by the internal audit
department. The risk registers compile data onidkatified risks, their controls and
risk owners. Risk maps synthesise risks with thghdst materiality levels, and are
presented to the group’s Audit and Compliance Casion. The airline is planning to
implement centralised software that would operatignsupport risk management
processes by, for example, collecting more detalkgtd on the evolution of risks in the

past and on the forecasted exposures.

As previously indicated, a discrepancy was notioedthe accounts of HIA-Beta
regarding the reliance on risk maps as a toolifatiig an integrated view of risks and

employed in the discussions of the airline’s semanagement, and the accounts of the
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latter. In the context of limited policies and pedares regulating risk reporting across
the airline, the management team would emphasiberrantegrating information on
enterprise-wide exposures via informal routines.vi&ay of an example, officers HIA-
Beta, CFO-Beta, DTR-Beta, and DC-Beta reportedndarinal cooperation between
departments in preparation of business plans gonthareview of risks. Furthermore,
the empirical study evidenced that the ownershipisis, as specified in the risk
registers, is formalised and executed in orgamsatiroutines solely in selected pillars
of the risk management model, in particular witlyarel to the ICFR, safety, and
financial risks. Review of the corporate risk magsnpiled by internal audit and the
posterior consultations with the management teahthe researcher to conclude on a
loose link between risk ownership assigned to setetypes of risks, and a reflection of
such ownership in organisational routines. By wéyao example, despite assigning
ownership for particular strategic risks to seldaeembers of the management team,
there seemed to be no formal follow-ups in thisardg strategic risks would be
discussed, as previously explained, on a regulaispaet the findings of such
discussions would not be regularly documented errigk registers.

Despite only a moderate level of formalisation gjamisational risk management rules
and routines, which also varies across departmasksmanagement was reported to be
integrated within relevant managerial processeBdta such as strategic and business
planning. As stated above, such integration wasrteg possible owing to the
cooperation of various functions within the airliaed sharing of risk information. In
the development of strategic and business plares, nthnagement team considers
potential changes in major macroeconomic variable®perational disruptions, and
makes decisions based on its resilience to accomtmothe possible negative
implications of alternative scenarios. However, thanagers do not use sophisticated
risk modelling techniques or automated frameworksl@scribed in the case of Alpha
airlines in the previous chapter; the analysesratieer unstructured and CFO-Beta
would describe them a%& common sense approach’Strategic plans of Beta are
reviewed on a quarterly basis, in order to consiceanges in the airline’s wider
operating environment. Risk management is impheithin the strategic reviews;

strategic options are assessed with consideratitren related risks.
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CFO-Beta exemplified the strategic network revieacess:
“In the airline industry we have the advantage afjusting our strategic choices
fairly easily. Our assets are mobile, so we canaite them where we think there is
major potential to generate revenugCFO-Beta)
CFO-Beta further explained:
“We tend to assume a three-year maturity periodrfew routes and if, after that
period revenues from the routes do not match tlogeptions, we consider moving
the assets to serve different, more profitableesut We analyse the options we have
in terms of revenue generating potential connestidime cost structure, and the risks
we may run into in generallCFO-Beta).
Development of strategic and business plans isrgledi in a risk analysis of alternative
options considering, for example, volatile macreewouoic conditions, fluctuating
demand, and the resultant capacity risks. Demargtdsts underlie the development of
strategic and business plans and decisions on itapeeguirements. FF-Beta
highlighted the importance of making capacity-retatiecisions in a broader context,
and classified fleet capacity risks among priocityicerns of airline organisations:
"Many airlines have gone bankrupt because theyethito properly manage their
capacity risks”(FF-Beta).
Beta manages the fleet capacity risks through coimdpi asset acquisitions with
medium-term leases, which provides the airline wthle flexibility to temporarily

downsize operations when demand falls.

In the development of business plans special attens dedicated to fuel price and
exchange rate fluctuations; business plan sengitanalyses are conducted in order to
assess the airline’s flexibility to pass cost iases onto customers or adjust the cost
structure, and to suggest potential effects ofiqadr scenarios, if materialised, on the
airline’s cash flow results. CFO-Beta pointed out:
“Price elasticity of demand is limited, so we alseed to be able to respond to
unfavourable business conditions by adjusting ast structure... We saw a source
of our competitive advantage in introducing a higxibility into our cost structure”
(CFO-Beta).
In line with this rationale, certain positions imliae cost structure which are typically
associated with fixed costs can be regarded asfeazdi costs in the case of Beta. This

has been possible due to contracting part of thencarew staff with temporary
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contracts and, as previously indicated, opting &brcraft leases versus aircraft
ownership; individual aircraft leases expire grdgugear by year, which allows Beta to
effectively manage the capacity risk and downdiz®@perations when necessary due to
lower demand. CFO-Beta noted:
“It’s very easy to grow; on the contrary, managidgwnturns is a real challenge.
You have to know how to pass costs to your custoara how to cut your costs.
And this is what we evaluate in sensitivity anadys€ our business plangCFO-
Beta)
CFO-Beta continued:
“When you prepare business plans and consider ptes$uture scenarios, it’s all
about knowing the flexibility you have in your @stSo we cooperate with different
departments to see how much cost we can pass amstomers, how much we can
reduce our costs, but it’s all pretty informal. Yjost talk to the marketing people
and say ‘[name], no more posters this month [laeght. Luckily we haven’t had to
face this kind of situation yet, but you have topbepared for when it happehs
(CFO-Beta).

Although management of certain types of corporstesrfeatures a relatively low level
of formalisation, versus, as previously discusgemmalised management of financial,
safety, or IFCR risks as discussed in the follompagagraphs, the risk management
routines enacted in Beta support strategic andatipeal decision-making, while they
are integrated within strategy and business planmirocesses. Therefore, despite
moderate formalisation of risk management rules endines, the risk management

function in Beta is implicitly integrated within germance management.

Management of the | CFR risks

In terms of risks related to the reliability of dincial reporting, as previously indicated,
formal rules regulate their risk management praEessSSix key processes were
identified as having a high potential impact on&gtfinancial reports such as sales,
payroll, fuel purchasing, IT controls, entity-levantrols, and closure of the financial
statements. Risks relevant to these processeslaméfied and reflected in a risk map
which serves as a baseline for conducting reguidita
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As explained by HIA-Beta:
“By delegation of [the group’s] Audit and CompliamcCommission, [Beta’s]
internal audit department reviews the effectivengfssontrols in processes which
affect the quality of financial information(HIA-Beta).
HIA-Beta further explained:
“For example, within the [relevant ICFR frameworldles processes are analysed
for their related risks strictly from the financiabntrol perspective. Ownership of
the identified risks is not assigned to the Commémirector, but rather to the
Financial Director... There are also sub-ownersigasd to particular processes or
risks, such as Head of the Accounting Departmehg is responsible for ensuring
that sales are properly registered in the accoumtisystems. The Commercial
Director would only be involved in this formal pess if the controls ensuring
reliability of sales data were to be designed améceited from his area... Then
Internal Audit reviews the control{HIA-Beta).
In the context of the different possible modalitid€oupling of organisational rules and
routines previously indicated, officers 1A/1-BetadalA/2-Beta were both of the
opinion that the risk management routines adhere¢héo formalised statements of

procedures in management of the ICFR-related risks.

Financial Risk Management

The importance of managing financial risks was gaeiged in Beta through constitution
of formal governance structures dedicated spedtiifita this function. The Treasury
and Risk Management responsibilities are mergezione executive position of DTR-
Beta, who reports directly to CFO-Beta and liasgh the Financial Risk Committees
both at the subsidiary and at the holding compawell Beta's local Financial Risk
Committee meets on a weekly basis, and its membdditionally periodically
participate in meetings of an equivalent committekebrated at the group level, where
the overall financial policy for the group is dasegl. The group dictates guidelines for
financial risk management policies to be implemerite Beta, regarding the hedging

strategies, liquidity requirements, and countegpeatings in financial transactions.
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As illustrated by DTR-Beta:
“The management of financial risks is given a lbatiention, it’s very formalised... We
have policies for hedging... | need to maintainhckevels according to what the policies
say...” (DTR-Beta).
The group’s policies indicate the ratios of ovefadl and currency needs in different
time horizons which need to be covered with hedged,price targets which, when met
by market conditions, allow for executing additibtrades. Based on these guidelines,
and with a pre-defined flexibility range expressedpercentage variations, Beta’'s
Financial Risk Committee executes the hedges. Hew&TR-Beta noted:
“If we find it more beneficial to act contrary toetlgroup policies, we explain our
rationale to the [group’s] Financial Risk Committeghich have so far always been
approved, and so we manage the financial risks rateg to what we think is best
for [Beta]” (DTR-Beta).
On multiple occasions, in order to negotiate thestmiavourable conditions with

hedging counterparties, the trades are executedlyjowith other airlines from the
group.

With reference to counterparty risks, group posdienit the maximum portion of cash
Beta is authorised to invest with a single finah@atity, for the objective is to
significantly diversify short-term financial invesents between various institutions and
countries. Additionally, minimum rating requiremgntre established for Beta's
financial counterparties, which delimit the pool admissible counterparties. Finally,
considering Beta’'s fleet structure with a significaatio of leased assets and with a
majority of leases closed on a fixed rate, interast risks are considered less relevant

compared to other financial exposures.

Safety Risk Management

The safety risk management framework developed eéta Bncorporates the ERM

principles in a sense that it fosters a proactisk management culture throughout the
production departments of the airline. As indicated multiple occasions throughout
this thesis, airlines’ operations are delineated aoordinated by various regulative
frameworks. Such frameworks obligate airlines topdorganisational structures for

safety management and development of safety maragesystems (SMS). However,
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the formal requirement of developing SMS is intetpd diversely among airlines
(Wittmer and Drax, 2014); different rules and roes are created in individual
organisations. As explained by HSS-Beta:
“When the guidelines say that SMS should be integrathroughout the
organisation, it doesn’t specify how... you intetpit the way it works for you”
(HSS-Beta).

Beta incorporated the four pillars of the SMS framek (safety policy and objectives,
safety risk management, safety assurance, and/ safanotion, see Chapter 2, section
2.3.1 and 2.3.1.2) with the underlying aim of cirggta closed-loop risk management
system which reaches beyond the compliance funetiah promotes proactive safety
risk management culture. HSS-Beta reflected on éhelutionary nature of the
development of the SMS framework:
“SMS would focus on accident prevention and flighfety programmes... Safety
investigators worked in a ‘bunker’; they were rateg data, analysing them,
publishing documents, and nobody would care if these ever used, it was an open
loop. They [safety investigators] would find ro@tuses for incidents and accidents,
issue recommendations to post holders, and theraldvbe no follow up, no
mandatory implementation, no checks in the orgamnealt was all very reactive,
but we have been working hard over the years tangbathe approach towards

safety managemen{HSS-Beta).

The analysis of Beta’'s SMS framework suggests tlgarosational safety structures
were not developed ceremonially in pursuit of iegicy. HSS-Beta reported on the
rules and routines institutionalised in the airlimeich promote a proactive safety risk
management culture:
“For every safety accident there tends to be sdvpravious incidents that warn
you. Of course there may be some black swan evérith don’t give previous
warnings, but they are rare. Normally you get mawgrnings that something is
going on... So we encourage people to report onrtbilents, because it allows us
to trigger investigations. We promote rather thaunish the reporting... If we
implement changes based on a reported incidentcaose or a trend, we notify the
person who made it visible, we ask them to writeualit in our bulletin, we follow

up with that person... So the most important thirig isave people who are ready to
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recognise the red flags and advise us on them.néed these people to keep you in
the loop” (HSS-Beta)
The airline shifted from reactive to preventivekriassessment and safety barriers
creation. Preventive risk analysis is performeampto entering any new route by the
airline. HSS-Beta reported:
“We don’t wait for something to happen to put satearriers in place... We start
our risk analysis before opening a new route. Befeelling the tickets we know we
are going to fly to [destination], so we start soamy the organisation — are we
ready to start flying there? What are the possitdeards on the route? Maybe we
need to reinforce the training because of certaictdrs, maybe not everybody can
fly there?” (HSS-Beta).

HSS-Beta explained how different internal and enxdesources of data are fed to safety
risk management processes:
"You cannot base your conclusions solely on one tyfpdata. It may be biased, or it
may lead to a reactive approacfHSS-Beta).
The safety risk management system is fed with flata both the inside and the outside
of the organisation; examples of internal data cesiare past events, trends, or data on
changes in the organisation in terms of technolgggcedures, and training, while
external data can be sourced from reports on satatiglents or incidents released from
other airlines or regulative bodies. FSM-Beta addidlly stressed the role of inter-
departmental information sharing:
“You need to talk to people; you need to know whgbing on in the organisation,
what are the plans. You need to train people teaethanges in the organisation
and assess them in terms of risks. And you ne#égitothe directors so that they

understand that your recommendations need to entakriously’(FSM-Beta).

Beta’'s safety risk management framework is auditedrnally by the compliance
function, which ensures its conformity with regolat standards, and externally by
auditors from regulative bodies. The framework @& revised by the Internal Audit
department of Beta, while only major safety threapgear on corporate risk maps
compiled by HIA-Beta. Beta’s safety risk managemieaimework appears to operate
with a high degree of independence from the remgimillars of the airline’s risk

management system. HSS-Beta reported that he thisdivision appropriate and that
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he did not find it potentially beneficial to intege safety risk management more closely
with other corporate risk management processes.ederythis rationale seems to be in
contrast with the opinion of HIA-Beta, who insisted the need for further alignment of
different risk management processes across theeids expressed:
“When you use the same methodology for assessitigegorting different types of
risks, it’s easier to compare their materialityfou know, you are comparing apples
to apples and bananas to bananas, it's easier taggobal view of the materiality
of all your exposures - financial, safety, comptienand all the others{HIA-Beta).

Beta’s safety risk management framework differsnfrthhe frameworks incorporated in
other airlines of the group. HSS-Beta stressednerel to align organisational safety
management rules and routines to particular nekettearganisation, which seemed to
be a premise against future standardisation of Baameworks across the group.
Furthermore, HSS-Beta viewed the safety risk mamagée system as very advanced:
“l cooperated in a project with [names of airlineahd | compared our framework
with what they had; | was surprised that big comparstill work with open-loop
systems... Our system is much more advan(e¢8S-Beta).

7.3.3 Functionality of Beta’s risk management syste

The assessment of functionality of Beta’'s risk nggmaent system, as reflected in the
analysis of risk management rules, routines, astitinions conducted throughout this
chapter, was based on selected criteria such asdhmprehensiveness of the risk
portfolio, the level of embeddedness of the risknagement function across the
organisation, the level of integration of risk mgement routines enacted across
different departments and at different organisatidevels, and the alignment of the risk
management and strategic management functions e Tdsesessment criteria were, as

discussed in Chapter 5, inspired mainly by the wadrkrena et al. (2011).

The portfolio of risks managed in Beta through bfmtmal and informal routines can
be regarded as comprehensive. By analysing thenuemiary evidence in the form of
the risk maps and general risk register compilethatcorporate level, and the risk
registers held at lower levels in the organisattbe, researcher observed a wide range
of risks being considered. The risks maps inclutbeth risks managed through

