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| am very pleased to be with you today to talk about a subject
that is not only important to me but also important to our
profession. Beforel start, | would like to take a few minutes
to tell you a little about my background and my experience
in risk management.

Thisismy first trip to Japan, however my ties to this country
go back three decades. My first husband was born in
Yokosuka. My mother in law was born in Sasebo but was
raised in Nagasaki, so | was able to learn quite a bit about the
proud Japanese culture, history and heritage first hand.
Ironically, most of her family worked in the local shipyards
in Sasebo. Asyou probably know, measuring up to your in-
laws' expectation is not always easy. Her first
disappointment came with my first lesson in cooking with
chopsticks. It was a failure. My mother in law was
attempting to teach me how to fry meat with the use of this
new instrument that | was having a bit of difficulty handling.
Weéll, let me tell you, turning a pork chop over in a hot pan
with oil didn't prove to be my best skill and the pork chop
went flying and my mother in law's disappointment in my
less than skilled use of the chopsticks was apparent. She
shook her head and whispered under her breath "American
girlst”

For many years | worked on my abilities with the chopstick.
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| never reached a professional level and still to this day have

to work hard to get a full mouth of rice in one try and
sometimes | can actually pick up a piece of sushi without
dropping it in my lap. But more importantly our bond of
affection was sealed with the birth of her first grandson and
for that she loved me and forgave me my failures of having
all the skills she thought all young women should be blessed
with.

So it is with great pleasure that | am here in her homeland
and she was very excited that | was making thisvisit. | had
wanted to bring my son so that he could see his
grandmother's birthplace and get a feel for his heritage, but
he wasn't able to make the trip, so it will just give us an
excuse to return again for afuture trip.

My experience in risk management began twenty-five years
ago. | started working for a small shipyard in the finance
department. My boss was the Chief Financial Officer and |
pretty much was tasked with whatever jobs he wanted to
throw my way. Within two years, | was handling most of the
insurance function with the exception of policy placement,
which he still did. In the meantime, we determined that our
Human Resources Department was having problems
administering our corporate benefits program accurately and
efficiently. So, in 1984, | was transferred to Benefits
Manager. | had a knack for benefits and my accounting
background was a nice fit. | saved the company thousands
of dollarsimmediately by performing a complete audit of the
benefits function. Errors were uncovered, the programs were
computerized and it became an efficiently run program.

Later that year, the CFO decided to retire and his last
decision before he left was to write the first job description
for risk manager. The job was for me. Those years of doing
all the work that he didn't want to do in regards to the
insurance function came back in the form of a brand new
position. The only problem was that back in the 1980's most
folks didn't know what risk management was, much less
what a risk manager was. | felt like a fish out of water and
was concerned about my lack of knowledge in the discipline.
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The best decision of my lifewasto join RIMS. It waswithin
the RIMS San Diego Chapter that my knowledge grew and
flourished. The other members of the chapter were more
than willing to teach me, act as my mentor and introduce me
to other risk professionals.

I quickly learned that risk management was going to be more
than just a job for me. It was a passion. | loved it. | was
soon learning many things that | could implement on the job.
In the meantime, our company was growing by leaps and
bounds. By the late 80's we had acquired three other
shipyards in Los Angeles, San Francisco and Portland. On
my first day of employment we had 243 employees. By the
end of the 80's we had over 5,000 employees and operated
out of six shipyards. Not only had our company grown, but
our risk management function had grown up also.

In the early 90's my affinity for worker's compensation
earned me the responsibility for our safety and health
program. Considering the generous benefits to shipyard
workers afforded under the U.S. Longshore &
Harborworker's Coverage Act, and an annua premium in
excess of $20 million, it seemed like a good match. Again, |
loved the challenge. Under the implementation of new
programs, loss control, incentives and education, we cut our
cost by almost 50%. We went from suffering one employee
fatality every 3 years, to our current no-fatality record for
over six years. Shipyards are a very dangerous environment
and one that deserves the best risk program available.
According to the Occupational Safety and Health
Administration, shipyards are considered one of their top-
five "dangerousindustries'. We are proud of the fact that we
are one of only two shipyards in the United States that have
been accepted into OSHA's Voluntary Protection Program,
or VPP. This program sets the gold standard for employers
who exemplify the highest of safety standards.

After several decades of acquiring companies, we finally
found ourselves on the opposite side and in the position of
being acquired. Over the last seven years, we have been
acquired three times. BAE Systems, Plc. isthe fourth largest
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defense contractor in the world, with operations globally,

including Japan, with a total employment of almost 100,000
employees.

Typical work processes in our shipyards include machinery
work, pipefitting, shipfitting, electrical work, carpentry,
lagging and other specialized trades. Typica work performed
aboard ships include modernization of living spaces and
galleys, reconfiguring of the ship's existing electronics
systems, installation of electronics and electrical upgrades
that make the ship not only more functional and state of the
art but also extends the life of the vessel. While out of the
water, the underside of the hulls are sandblasted and re-
painted.

Our largest risks are shipboard safety including confined
spaces, fall protection, electrical injuries, fire aboard ship,
environmental risks, machinery safety and any other work
function that can possibly harm our employees or the physical
condition of the ship.

The risk management department has grown over the years
and it now includes functional risk management and
insurance, safety, medical/first aid, benefits, facility security
and business continuity.

As | mentioned, my topic today is one that | think is
important not only to our profession today, but to ensure a
place in the future that is befitting of the discipline. | am
what some would call "opinionated" about what makes a
good risk manager. Forget being a good risk manager, what
makes an exceptional risk manager? What separates the
marginal risk manager from the risk manager that everyone
seems to know? Their reputation seems to precede them.
They are admired and respected, not only for their opinions,
but also for the mark that they make on the profession.

As you may know, RIMS and Marsh have partnered in three
research projects over the past two years. RIMS members
were encouraged to participate and provide meaningful data
for the three studies. The first was "Excellence in Risk

11
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Management, A Qualitative Survey of Successful Risk
Managers." This survey involved thirty risk managers
considered to be the best of the best. Each of them had
either been a recipient of the Risk Manager of the Year
Award by Business Insurance magazine, or been on the Risk
Management Honor Roll. The results of this survey were
published in April 2004 and included the most prominent
traits of successful risk managers:

E More than two-thirds of the participants held advanced
degrees, including their Master's Degree in Business
Administration, Juris Doctorate, or both. They had
designations such as the Associate in Risk Management,
Certified Risk Manager or Fellow designations.

A These risk managers had superior technical and analytical
skills and cited their ability to not only communicate with
senior management but to be able to persuade, negotiate
and motivate their senior management. It isimperative to
not only be able to understand and appreciate all aspects of
risk, but to be thought of as a participant in discussions of
risk strategies. The days of being concerned with just
operational risk are over. Of keen importance are
financial, political, reputational and other types of risk that
face al organizations.

Kl These risk managers prioritize their organization's risk by
assessing the specific risk's impact on the income
statement of their organization. What value are you to the
organization if you are mired down in inconsequential
day-to-day issues while your company is at risk for a
catastrophic loss?

Participants in the study devel oped quantifiable datato use
in their strategic planning and decision-making processes.
The utilization of analytical tools that cannot be
challenged are critical to the successful risk manager.

B Lastly, these risk managers felt that they had innovative
risk management technology at their disposal. Innovative
risk management technology does not necessarily mean
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that you have the most sophisticated software program on

the market. What it does mean is that you have the
technology needed to assist you in evaluating your
organization's risk and using those tools to your
advantage? It could be as simple as an Excel spreadsheet -
but if you are able to turn that into invaluable data,
quantitative and substantial, to lay a framework to your
history of risk, it will provide big rewards in your risk
strategies.

Too many risk managers are overwhelmed by data that is
immaterial when it comes to the big picture. You must have
the ability to use data as your foundation but to discern what
datais critical and what data is not pertinent. The difference
between risk management today and risk management
twenty years ago is driven largely by the ability we have to
more accurately quantify risk based on accurate and detailed
data.

The second study that was performed was "A Qualitative
Survey of Enterprise Risk Management Programs".
Enterprise Risk Management, or ERM as it has been tagged,
is the face of risk management in the future. | hope that
many of you were able to hear John Phelps, RIMS Director
responsible for the ERM portfolio, discuss this topic during
his visit to Japan last year. RIMS is committed to the
concept of ERM and supports an ERM Task Force that is
developing ERM tools for the risk manager who wants to
develop a program within their organization.

To quote the study, "ERM can be defined as comprehensive
risk management that allows corporations to identify,
prioritize and effectively manage all of their risks. An ERM
approach is intended to integrate risk solutions into all
aspects of the business practice and decision making
processes." The participants were executives in charge of
risk management at five large North American companies.
Some of them have responsibilities for other ancillary
functions such as audit or other related functional areas.
Again, some of the key findings echoed those found in the
first quantitative study:

13
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i Both the risk manager and other key executives viewed
risk management as a key strategic function and that the
role of the risk manager had grown to be a more strategic

level.

A The risk managers took advantage of an opportunity to
gain significant benefits from the ERM implementation,
especidly in areas of non-traditional risk. It is important
to pay attention to the fact that most risk managers tend to
focus on operational or strategic risk management and
most executives tend to be more focused on financial risk.

ElEveryone agreed that ERM programs offer tremendous
future potential for not only savings to the organization,
but potential strategic advantages from the competition.

A The organization must have a clear chain of command or
responsibility for risk related matters. This is critica to
ensure that the appropriate analysis and decision making
process occurs. One of the virtues of the ERM process is
that it creates a cross silo working committee or risk
committee that can ensure a consistent risk management
process or practice.

[ The difficulty is measuring your ERM program results,
which can be a source of frustration to the risk manager.
You must take any opportunity to exhort the benefits or
results of the program on whatever platform is available.
It might be statistical in nature and it might be
philosophical in nature. Have old risks been avoided?
Has the true cost of risk been reduced? Has the process
improved? Is the organization better off or more
financially secure than it was twenty years ago?

What is a risk manager to do? Can the risk manager afford
to not embrace the ERM philosophy? True ERM has
avoided such potential cataclysmic situationsas Y 2K. If you
remember, the concern was for a perceived risk, the
assessment of that risk was performed and the development
of aplan to avoid that risk was essential in the avoidance of a
calamity on January 1, 2000. Was it true ERM? Was the
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risk as great as predicted? Wasit exaggerated?

We are currently looking forward to the results of the third
study, "The State of Risk Management”. Theresults areto be
published at the RIMS 2006 Annual Conference in
Honolulu. This study will evaluate the risk manager's
opinion of the level of importance in different areas of risk to
their firm's operations.

The study will aso look at substantive losses that may have
been sustained and what actions are being taken by risk
managers to mitigate and/or transfer risk in different areas.
It also looks at the level of outside advice that risk manager's
seek in performing the risk management function and how
they see those services evolving over the next few years.
The specific areas of risk looked at were hazard risk,
financial risk, operational risk and strategic and business
risk. The results should prove very interesting.

So, where does that bring us to in today's environment? In
light of recent high-profile business scandals, corporate
governance must not simply be arisk management effort, but
a corporate philosophy, integrated into the fabric of the
business structure. As you probably know, among the
developments in the United States, to counter a fraudulent
lack of accountability, Sarbanes-Oxley legislation was
enacted in 2002. Many other countries have adopted similar
regulatory guidelines, such as the Financial Services
Authority or FSA in the United Kingdom, to mandate an
internal control structure. In our evolving business
community, risk management is a critical component of our
survival and competition within a business enterprise.
Companies must evaluate how risk management is
conducted within their business structure and how it can
better move towards their objective financial performance
goals by adopting practices such as enterprise risk
management.

These concepts that embrace risk management as a part of
every operation within an organization will encourage a
culture of risk management that creates the holistic approach

15
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to risk. Many organizations have not yet reached this point
and until they do, their risk management efforts, however
skillful and diligent will be incomplete. Those risk managers
that find themselves at these organizations will not find
fulfillment in their positions and are at risk of having their
jobs eliminated.

Where do we see risk management ten years from now? We
see it growing and thriving. Companies are integrating tools
that improve their organizations' risk management and are
enhancing the function of the risk manager for growing
stakeholder value. There continues to be a gradual evolution
of the risk manager from that of a middle management role
to upper management.

We have responded to the concern that a need exists for risk
management along with an organized framework in the
corporate environment for risk managers to play a crucial
role in the hierarchy. In this fairly new position, the Chief
Risk Officer acts as an advisor to the Chief Executive
Officer or CEO, on par with the Chief Financial Officer.
Even though we see this position as the ultimate risk
management position, many people including me, feel that
the true Chief Risk Officer isthe CEO. Isn't that person truly
responsible for the entire operation of the organization? Or
is having a Chief Risk Officer a position that has finally
found its day?

The role of the risk manager is truly becoming more
sophisticated and multi-faceted. In order to bear the
responsibility of balancing the varied challenges of the
domestic and international risk markets with regards to
pricing and capacity of insurance, aternative risk financing
methods, regulatory issues, enterprise risk management and
many other challenges, the risk manager provides a crucial
role that is continuing to expand and evolve. This function
must assess business company-wide and has the capacity to
reduce financial losses by seizing opportunities and using
capital more wisely.

The greatest challenge that lies ahead for risk managers in
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today's world may be how to proactively put risk

management at the top of upper managements' agenda.
Prompting the integration of the risk management process
within the corporate structure goes beyond a change in process
to what is really a shift in culture and taking action before the
potential of acrippling disaster has a chance to strike.

In an article entitled What Makes an Exceptional Risk
Manager, published in Risk Management magazine in May
2005, Michael Woodrow writes that "as the risk management
field continues to mature, ....senior executives are becoming
more selective as they look to hire individuals who can be
relied upon to ensure the future existence of the firm." He
lists the critical requirements as:

1. Academic credentialsin finance;
2. Market experience;

3. Strategic thinking;

4. Communication skills.

When was the last time that you made an assessment of your
own impact that you make to your organization? Are you
producing and publishing an annual risk management report?
Do you quantify the savings that you produce for your
stakeholders? Do you ensure that senior management is
aware of the job that you are doing? Extolling the value of
your job function and your department is not the easiest
thing to do, but it is something that risk managers need to get
better at. Opportunities for good risk managers abound in an
expanding globa environment. Unfortunately the tragedy of
9/11 made "risk" a household word, but it should inspire a
challenge that can be met, rather than instill fear.

We have an exciting future ahead of us and we all need to be
ready to meet the challenge.

Risk management provides a path to success in your
organization and is one that is till init'sinfancy. The future
is bright with opportunity for those that are smart enough to
seeit and take advantage of it.

Thank you very much for your attention and hospitality.
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