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Abstract 

An increasingly competitive environment requires organizations to maintain corporate 
performance to achieve company goals. To improve company performance, the company needs 
a suitable and unique strategy and a sound enterprise risk management (ERM) implementation 
to face an era full of uncertainty and high volatility. Many studies have examined the impact of 
implementing ERM on company performance, but only a few researchers have integrated ERM, 
company performance, and strategy management. The integration focuses on ERM that 
mediates the relationship between business strategy and corporate performance. This study 
aims to design and implement the integration between strategic, risk, and performance 
management using the Risk-Based Performance Management System (RBPMS) in the case 
study of PT. XYZ is a manufacturing company and has dozens of competitors. This research will 
begin with problem exploration using interviews, selecting a model framework, namely RBPMS, 
determining key performance indicators (KPI), risk assessment, and determining key risk 
indicators (KRI) and key control indicators (KCI). The KPI, KRI, and KCI will be presented in 
the results of this study to integrate strategic, risk, and performance and make it easier for PT. 
XYZ to conduct evaluations. The RBPMS is expected to be used by various industries, especially 
high-risk profile industries, to increase competitive advantage. 

Keywords: Competitive Advantage, Enterprise Risk Management (ERM), Performance   
                         Management, Risk-Based Performance Management System (RBPMS), Strategic   
                         Management. 
 

1. Problem Background 

PT. XYZ is a manufacturing company in Indonesia that provides pharmaceutical products. This 
company has more than a dozen competitors who manufacture and import these products for 
sale to customers. Intense competition, almost the same product prices, and uncertainty in this 
era encourage companies to try to achieve competitive advantages. Companies use all the 
resources they have intending to gain competitive advantages (Evans & Bosua, 2018).  

A simple performance management system is how a company translates the plans that have 
been drawn up on execution so that it produces an outcome (Cokins, 2009). The company 
consistently pursues long-term, medium-term, and short-term objectives. Organizations require 
a dependable performance management system (PMS) to boost the likelihood of attaining 
organizational goals. PMS also identifies and analyzes internal and external factors to help the 
company achieve its goal (Sales, 2019). Executing a corporate strategy becomes one of the 
activities embedded in PMS when each individual focuses on the company's ultimate purpose 
(Otley, 1999).   

Continuous improvement is one of the basic tenets of PMS for handling unpredictability 
(Cinquini et al., 2013). Implementing risk management is one technique for businesses to deal 
with unpredictable conditions; risk management is one of the approaches organizations employ 
to achieve organizational goals. The primary purpose of enterprise risk management (ERM) is to 
understand how businesses can produce and protect value by managing risk, such as minimizing 
risk exposure (Lai & Khan, 2017). The company's deployment of ERM increases due to its 
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growing anxiety for essential high volatility and unpredictability. Risk is the effect of 
uncertainty, either negative or positive, on a company's objective because of a lack of 
information. ERM focuses not only on uncertainty but also on the capabilities, behavior, and 
corporate culture when the organization faces risks. In contrast, ERM should also be able to 
balance minimizing adverse risks and exploiting positive risks (opportunities) for the 
organization to create higher returns (Romeike, 2018). 

Both ERM and PMS do not create strategies for the organization to achieve its goals (The 
Institute of Risk Management (IRM), 2018); it takes a topic that is very attached to these two 
topics, namely strategic management. Strategic management is a sequence of processes from 
how the company formulates, implements, and evaluates the organization in achieving its goals 
by combining art and science (David & David, 2017). Strategy and risk are related to how far the 
company is willing to take risks in achieving its goals. In contrast, strategy and PMS is PMS 
focus on how the company evaluates the strategy according to the performance achieved at that 
time. 

2. Problem Formulation 

According to several earlier studies, there is a connection between PMS and the efficiency of 
ERM when viewed from several perspectives, such as financial and customer perspectives. PT. 
XYZ has several performance indicators from the balanced scorecard (BSC) perspectives: 
financial, customer, internal process, and learning and growth perspectives.  

Symptom identification on strategic management, ERM, and PMS begins with gap analysis 
using the COSO Enterprise Risk Management 2017: Integrating with Strategy and Performance 
framework. This framework can connect five principles: governance & culture, strategy & 
objective-setting, performance, review & revision, information, communication & reporting.  

From the focus group discussion, here are the results of the gap analysis for each principle: 

1) Governance & Culture 

This principle can be improved by completing the risk governance document, the linkage 
between business strategy and risk profile, and statements and forming a risk culture for 
the company. 

2) Strategy & Objective-Setting 

Organizations must establish a risk appetite statement, including cascading the risk 
appetite statement at each company level and integrating it with risk tolerance. In 
addition, It is also necessary to analyze the business context in the organization's risk 
profile to help manage risks from the implications of the chosen strategy chosen. 

3) Performance 

Companies need to integrate operational risk by conducting risk aggregation and 
identifying risks at all company levels. In addition, methods are also required to identify 
emerging risks, using a key control indicator and considering risk velocity and 
persistence. 

4) Review & Revision 

Companies need to validate or measure risk assessment accuracy and determine risk 
exposure-appetite and performance so that the decisions taken on the management 
review agenda are by strategy, performance, and risk. 

5) Information, Communication & Reporting 

http://www.apiar.org.au/


6th Asia Pacific Conference on Contemporary Research (APCCR, Indonesia)  
ISBN: 978-0-6482404-6-4; www.apiar.org.au  

 

Asia Pacific Institute of Advanced Research (APIAR) 

  

P
ag

e6
3

 

The company has established a RACI matrix related to risk management practice. 
However, it is necessary to develop more details about what relevant information is 
needed by each level of management in the company and how the communication media 
includes determining the key performance indicator (KPI), key risk indicator (KCI), and 
key control indicator (KCI). 

In general, the gap analysis illustrates that companies can improve their performance by 
integrating strategy, risk, and performance in one framework for strategy determination and 
strategy execution to the needs of changes/revisions, not only based on changes in 
organizational context but also based on risks faced based on risk exposure-appetite and 
company's performance (red, amber, green) 

This paper discussed how to integrate strategy, ERM, and PMS in the context of an Indonesian 
manufacturing company through the identification and establishment of KPI, finding the 
organization’s key risk, and methods for evaluating the strategy based on the company’s 
performance and risk exposure. The findings of this study are a set of indicators (KPI, KRI, and 
KCI) and the company’s critical risk that influences the success of the company through strategy 
evaluation.  

3. Literature Study 

Many studies have been conducted on the implementation of ERM on PMS in previous studies. 
Research on the implementation of ERM and PMS on financial performance has also been 
widely studied. However, the integration between strategy, ERM, and PMS have yet to be 
studied much, especially regarding how risk bridges the strategy evaluation and organizational 
performance. 

Based on appendix 1, which consists of 20 previous studies about strategy, ERM, and PMS, there 
has yet to be a single study that discusses the risk-based performance management system 
(RBPMS), which means that there is no integration between PMS and ERM. To the best of my 
knowledge, research on the integration between strategy, risk, and performance still needs to be 
completed, especially on how it is implemented directly in manufacturing companies. This 
research will fill this gap by providing a framework for integrating strategy, ERM, and PMS. 

4. Methodology 

The research was conducted through a careful literature review to support theories addressing 
the company's problems in managing organizational performance. Risk-based performance 
management system approach by Smart (2013), as shown in figure 1, was selected as a proposed 
framework for integrating strategy, risk, and performance. This research will start with business 
issue analysis, problem issue identification, data collection and analysis for managing 
performance, data collection and analysis for managing risk, and aligning risk-taking to strategy 
through strategy evaluation, as shown in figure 2.  
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Figure 1. Risk-based performance management system 

Source: Smart, 2013 

Business issue analysis will be carried out by conducting a gap analysis using COSO ERM 2017 
by identifying the principles of governance & culture, strategy & objective-setting, performance, 
review & revision, and information, communication & reporting. This data gap analysis will then 
be brought into problem issue identification by conducting interviews and focus group 
discussions (FGD) with the company's top management to re-detail the issues faced by the 
organization and the framework used to address the problems. Best performance indicators are 
carried out, starting with collecting data from the KPI list owned by the organization and 
identifying potential KPIs through interviews and FGD with top management. The data will be 
analyzed to determine the KPI for each strategic objective. 

 

Figure 2. Research Methodology 

Managing risk will begin with data collection in the form of identification of potential risks 
obtained from interviews with top management. Afterward, a risk assessment will be carried 
out, such as risk assessment and determining KRI and KCI. After determining critical risk, KRI, 
and KCI, it will proceed to the align risk-taking to strategy stage by conducting a strategy 
evaluation considering risk exposure and the company's performance. Risk assessment criteria 
are presented in table 1-3. Based on the organization's risk appetite, as shown in table 3, the 
organization should start implementing risk mitigation in orange.  

Table 1. Risk likelihood level 
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Table 2. Risk consequences level 

 

Table 3. Risk Exposure – Risk Treatment 
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5. Analysis 

5.1 PT. XYZ Company Performance Management System Review 

PT. XYZ has a vision of becoming an essential player in pharmaceutical products manufacturing 
through superior project management processes, efficient business processes, and applying 
technology 4.0 / IoT. PT. XYZ has implemented a PMS using a balanced scorecard, starting 
from preparing strategy and strategy maps at the holding company, and will cascade on strategy 
maps for each strategic business unit. One on strategic themes in PT. XYZ is operational 
excellence, as shown in figure 3. Strategy maps for operational excellence. 

 

 

Figure 3. Strategy maps for operational excellence 

5.2 Proposed Performance Indicator for PT. XYZ 

Determination of performance indicators will still be mapped using a BSC consisting of 
financial, customer, internal process, and learning & growth perspectives for strategic themes 
operational excellence. A set of 132 potential performance indicators obtained from the 
company's KPI list and literature review, 27 indicators are determined which can reflect the 
company’s performance, which is divided into each strategic objective as follows in table 4. 
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Table 4. Key Performance Indicator 
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5.2 Risk Assessment for PT. XYZ 

Implementation of risk assessment is carried out by identifying risks related to strategic 
objectives and determining the amount of risk known as risk exposure. Table 5 describes the 
results of the risk assessment along with the key risk indicators and key control indicators. 
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6. Conclusion 

The findings of this research identified 27 key performance indicators for operational excellence 
strategic themes based on interviews and FGD with top management. This KPI will be used as a 
performance measurement at PT. XYZ and will be integrated into the strategy evaluation. In 
addition, six critical risks, along with their risk exposures for each strategic objective, 
achievement of performance, and risk exposure, can be used as input in the organization's 
management review activities to re-evaluate strategy and objective-setting processes, as shown 
in appendix 2.   

This research is only the beginning of PT's overall risk-based performance management system. 
XYZ, further integration is required in more detail on each strategic theme, including the need 
always to be evaluated according to the management review period. Further research can 
improve the method by adding quantitative analysis, such as correlation analysis, to measure 
the correlation of indicators for each strategic objective so that data is obtained to support the 
results of focus group discussions.   

http://www.apiar.org.au/


6th Asia Pacific Conference on Contemporary Research (APCCR, Indonesia)  
ISBN: 978-0-6482404-6-4; www.apiar.org.au  

 

Asia Pacific Institute of Advanced Research (APIAR) 

  

P
ag

e7
3

 

References 
 

i. Alaeddin, O., Thabet, A. A. S., Anees, R. T., & Albashiti, B. 2021. The effect of enterprise risk 
management (ERM) on organizational performance: Empirical investigation from the diversified 
industry of United Arab Emirates. Advances in Mathematics: Scientific Journal, 10(3), pp. 1735–
1748. 
 

ii. Altanashat, M., Dubai, M. al, & Alhety, S. 2019. The impact of enterprise risk management on 
institutional performance in Jordanian public shareholding companies. Journal of Business and 
Retail Management Research (JBRMR), 13(3), pp. 256–268.  
 

iii. Bailey, C. 2019. The Relationship Between Chief Risk Officer Expertise, ERM Quality, and Firm 
Performance. Journal of Accounting, Auditing & Finance, pp. 1-25. 
 

iv. Callahan, C., & Soileau, J. 2017. Does Enterprise risk management enhance operating 
performance? Advances in Accounting, pp. 122–139. 
 

v. Cardona, C. K., & Carpenter. 2009. Are Live Bird Marker Reservoirs of Avian Influenza. Poultry 
Science, pp. 856-859. 
 

vi. Cinquini, L., Mitchell, F., & Nørreklit, H. 2013. Guest editorial introduction. Journal of 
Management and Governance Vol. 17 pp. 1, 1-4. 
 

vii. Cokins, G. 2009. Performance Management Integrating Strategy Execution, Methodologies, Risk, 
and Analytics (1st ed.). John Wiley & Sons, Inc. 
 

viii. COSO. 2017. Enterprise Risk Management: Integrating with Strategy and Performance. 
Committee of Sponsoring Organization (COSO). 
 

ix. David, F., & David, F. 2017. Strategic Management: A Competitive Advantage Approach (S. Wall, 
Ed.; 16th ed.). Pearson Education, Inc. 
 

x. Evans, F., & Bosua, R. 2018. Exploring innovation in regional manufacturing SMEs. Small 
Enterprise Research, pp. 149-166. 
 

xi. Florio, C., & Leoni, G. 2017. Enterprise risk management and firm performance: The Italian case. 
British Accounting Review, 49(1), pp. 56–74. 
 

xii. Institute of Risk Management (IRM). 2018. From the cube to the rainbow double helix: a risk 
practitioner’s guide to the COSO ERM Frameworks. 
 

xiii. ISO. (2018). Risk Management Guideline. Geneva: International Organization for 
Standardization. 
 

xiv. Jia, J., & Bradbury, E. M. 2020. Risk management committees and firm performance. UNSW 
Business School, pp. 1-20. 
 

xv. Kanu, M. 2020. Integrating Enterprise Risk Management with Strategic Planning for Improved 
Firm Performance. EJBMR, European Journal of Business and Management Research. 
 

xvi. Kanu, M. S. 2020. Integrating Enterprise Risk Management with Strategic Planning for Improved 
Firm Performance. European Journal of Business and Management Research, 5(5). 
 

xvii. Kanu, M. S. 2022. Risk Culture and Strategic Planning Roles on Enterprise Risk Management and 
Firm Performance in Selected African Countries. Business Management and Strategy, 13(1). 
 

xviii. Kaplan, R. S., & Norton, D. P. 1996. The Balanced Scorecard Translating Strategy into Action. 
Harvard Business School Press. 
 

xix. Kashif Shad, M., & Lai, F.-W. 2019. Enterprise Risk Management Implementation and Firm 
Performance: Evidence from the Malaysian Oil and Gas Industry. International Journal of 
Business and Management, 14(9) 

http://www.apiar.org.au/


6th Asia Pacific Conference on Contemporary Research (APCCR, Indonesia)  
ISBN: 978-0-6482404-6-4; www.apiar.org.au  

 

Asia Pacific Institute of Advanced Research (APIAR) 

  

P
ag

e7
4

 

xx. Klučka, J., & Grünbichler, R. 2020. Enterprise risk management – approaches determining its 
application and relation to business performance. Quality Innovation Prosperity, 24(2), pp. 51–
58.  
 

xxi. Lai, F. W., & Khan, A. A. 2017. Value Creating Determinants of Enterprise Risk Management and 
its Economic Value Added. Proceeding of the 8th International Economics and Business 
Management Conference, pp. 702-711. 
 

xxii. Laisasikorn, K., & Rompho, N. 2014. A Study of the Relationship Between a Successful Enterprise 
Risk Management System, a Performance Measurement System and the Financial Performance of 
Thai Listed Companies. Journal of Applied Business and Economics, 16(2), pp. 81–92. 
 

xxiii. Neely, A., Adams, C., & Kennerley, M. 2002. The Performance PRISM: The Scorecard for 
Measuring and Managing Business Success. Pearson Education Limited.  
 

xxiv. Otley, D. 1999. Performance management: a framework for management control systems 
research. Management Accounting Research, Vol. 10 No. 4, pp. 363-382. 
 

xxv. Pamungkas, A. 2019. Pengaruh Penerapan Enterprise Risk Management (COSO) Terhadap Nilai 
Perusahaan:Studi Empiris pada Perusahaan Manufaktur yang Terdaftar di BEI. Jurnal Akuntansi 
Maranatha, 11(1), pp. 12–21. 
 

xxvi. Pierce, E. M., & Goldstein, J. 2018. ERM and strategic planning: A change in paradigm. 
International Journal of Disclosure and Governance, 15(1), pp. 51–59. 
 

xxvii. Rahman, M. J., Kennedyd, S. I., & Chen, Z. 2021. Enterprise Risk Management and Company’s 
Performance: Empirical Evidence from China. Journal of Accounting, Business and 
Management (JABM), pp. 107-119. 
 

xxviii. Rehman, A. U., & Anwar, M. (2019). Mediating role of enterprise risk management practices 
between business strategy and SME performance. Small Enterprise Research, pp. 207-227. 

xxix. Romeike, F. 2018. Risk Management. Wiesbaden: Springer Gabler. 
 

xxx. Sahraen, A. N. 2021. Risk Mitigation Using Integration Enterprise Risk Management and 
Balanced Scorecard model : A Case Study In A Consulting Services Company in Indonesia. 
Spektrum Industri, 19(1). 
 

xxxi. Sales, Xavier. 2019. A proposed methodology for evaluating the quality of performance 
management systems. Pacific Accounting Review, 31(3), pp. 376–393. 
 

xxxii. Shad, M. K., & Lai, F. W. 2019. Enterprise Risk Management Implementation and Firm 
Performance: Evidence from the Malaysian Oil and Gas Industry. International Journal of 
Business and Management. 
 

xxxiii. Sharaf-Addin, H. H., & Fazel, H. 2021. Balanced Scorecard Development as a Performance 
Management System in Saudi Public Universities: A Case Study Approach. Asia-Pacific Journal 
of Management Research and Innovation, 17(1–2), pp. 57–70.  
 

xxxiv. Smart, A., & Creelman, J. 2013. Risk-Based Performance Management: Integrating Strategy and 
Risk Management. New York: Palgrave Macmillan. 
 

xxxv. Xu, Y., Yeh, C. H., Yang, S., & Gupta, B. 2020. Risk-based performance evaluation of 
improvement strategies for sustainable e-waste management. Resources, Conservation and 
Recycling. 

http://www.apiar.org.au/


6th Asia Pacific Conference on Contemporary Research (APCCR, Indonesia)  
ISBN: 978-0-6482404-6-4; www.apiar.org.au  

 

Asia Pacific Institute of Advanced Research (APIAR) 

  

P
ag

e7
5

 

Appendix 1 
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Notes:  

PMS  : Performance Management System  BSC  : Balanced Scorecard     

IRPS  : Integrated Risk Performance and Strategy RA  : Risk Appetite      
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CERM  : COSO Enterprise Risk Management 2017 RBPMS : Risk-Based Performance Management System  
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