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INTRODUCTION

It is a great honor to have this opportunity to speak with you
today. This is my first trip to Japan and I look forward to
spending time later this week seeing more of your beautiful
country. I would like to thank Yoshi-san for his generous

hospitality during my time in Japan.

To begin this afternoon, I would like to take a few minutes to
give you a brief summary of my professional background, about
RIMS, and the goals I have set as RIMS president for 2010.

PROFESSIONAL BACKGROUND

I am the director of the division of risk management for
Montgomery County, Maryland, and I have been in this
position since 1988. Montgomery County is a large, affluent
urban/suburban county located adjacent to Washington, D.C.
My division manages the country's $100 million risk
management program and its self-insured property and casualty
operations. The program covers more than 50,000 employees in
a pool arrangement of 13 public entity participants. My division
is also responsible for purchasing insurance, risk financing, and

loss prevention.
ABOUT RIMS

Many of you already know about RIMS, so I thought I would
share with you some significant milestones related to enterprise
risk management, or ERM, that RIMS achieved in 2009.
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In collaboration with Marsh, RIMS issued its annual
"Excellence in Risk Management VI: Strategic Risk
Management in Practice" report. The report was based on a
survey of 450 risk managers, C-suite executives and other

management involved in risk-related functions.

One of the key findings in this report showed that 67
percent of the respondents want to adopt a more strategic
approach to risk management-an indication that many
organizations are becoming more serious about
implementing an ERM program. The findings from this
year's survey will be presented by RIMS and Marsh at

RIMS annual conference next month in Boston.

Also in 2009, in recognition of the developing global standards
on risk management practices, RIMS created a Standards and
Practices Committee. This committee allows RIMS to
participate in shaping the guidelines for our profession and to
increase our profile in this arena. It is clear that the previously
established guidelines, which were not developed by risk
managers, were not sufficient during the recent financial
meltdown. The Standards and Practices Committee will help to
make the Society a primary resource in developing global risk
management standards. The initial tasks of the committee
included participation and editing of the ISO 31000 guideline
that is becoming the accepted standard. This committee will
also work on other issues including standards and regulations

issued by the federal and state regulatory bodies.

As many of you may have heard, the payment of contingent
commissions to brokers by insurance carriers with which they
place business is an ongoing issue in the United States and
Europe. To help heighten members' awareness of the potential
pitfalls surrounding the insurance purchase transaction, RIMS
has published a booklet, "A Practical Guide to Insurance
Broker Compensation and Potential Conflicts of Interest for the
Risk Manager." The main purpose in publishing this report is
to empower risk managers to press for greater transparency in
their relationship with brokers as well as for regulatory reform

in their own states.

Finally, we are putting together the finishing touches on our
2010 State of ERM Report. Obviously, with the financial
meltdown and congressional action imminent on regulatory
reform, the practice of ERM has evolved from a "blue sky"

theory to an integral part of the operations of publicly traded
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companies. RIMS will make an official announcement about
the 2010 report at our annual conference and exhibition next

month in Boston.
GOALS FOR TERM AS RIMS PRESIDENT

My term as president began on January 1, and I have

established five primary goals to help focus my year.

First, I want to further RIMS' efforts to maintain its leadership
role in enterprise risk management. We have some real ERM
thought leaders serving on our board of directors and our ERM
Development Committee and they will help us to increase

awareness of ERM.

Second, I will continue to advocate for risk management related
legislation and regulation. RIMS, as an organization, is
becoming more well known in Congress as the voice of the
commercial insurance consumer and advocate for risk

management in corporate boardrooms.

Third, I will support RIMS efforts to develop its international
strategy to offer RIMS products and services to two
constituencies: U.S. companies with international operations
and areas of the world where there is a need for risk

management education and mentoring.

Fourth, I will support RIMS efforts to encourage graduating
students to enter risk management careers and fifth, I will
encourage more peer-to-peer benchmarking and sharing of best

practices among our membership.

PRESENTATION GOAL

In this presentation, I will focus on the steps you can take to

build an ERM corporate culture within your organization.

But before you can begin the process, it is an important first
step to determine your organization's current position within the
ERM framework and then to develop a plan to help gain

acceptance for creating an ERM business culture.

The RIMS website has a great tool available to RIMS members
to help them make this evaluation: the RIMS Risk Maturity
Model. This is a tool for risk management executives and other

risk professionals to develop sustainable ERM programs by

11
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scoring them in real time. The analysis, based on guidelines set
forth in the model, serves as an organization's roadmap for

improvement.

The Maturity Model provides a step-by-step guide to evaluate
internal and external threats, and the people, processes,
communication and systems of an organization that are integral
to the implementation of an ERM culture. The Risk Maturity
Model helps the operational risk manager develop a "big
picture" view of risk management and provides the tools to take

risk management to a higher level within the organization.

Once you have identified the state of ERM (or the lack of
ERM) in your organization, you can begin the process of

making the necessary changes for implementation.

More on that in a few minutes. But let us pause for a moment
to discuss the definition of ERM and the differences from
traditional risk management. I believe you will find that the
fundamental principles of ERM are similar to traditional risk
management; they are just practiced on a larger scale across the

entire organization.

The following definition was developed by RIMS ERM

Development Committee and can be found on RIMS Web site.
ERM DEFINITION

Enterprise risk management is viewed as a strategic business
discipline that supports the achievement of an organization's
objectives by addressing the full spectrum of its risks and
managing the combined impact of those risks as an interrelated

risk portfolio.

Although the fundamental identification and mitigation
concepts are the same, ERM represents a significant evolution
beyond previous approaches to risk management:

@[t encompasses all areas of organizational exposure to
risk (financial, operational, reporting, compliance,
governance, strategic, reputational, etc.);

@]t prioritizes and manages those exposures as an
interrelated risk portfolio rather than as individual "silos";

@1t evaluates the risk portfolio in the context of all
significant internal and external environments, systems,

circumstances, and stakeholders;
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@]t recognizes that individual risks across the
organization are interrelated and can create a
combined exposure that differs from the sum of the
individual risks;

O®]t provides a structured process for the management of
all risks, whether those risks are primarily quantitative
or qualitative in nature;

@]t views the effective management of risk as a
competitive advantage; and,

®1It seeks to embed risk management as a component in

all critical decisions throughout the organization.

It is also important to recognize that ERM is not a guarantee
that all risks will be eliminated, or that a company will not have
losses. ERM does not eliminate internal controls and it does
not have to be the same at all companies or even for all

companies in a certain line of business.

For example, ratings agency Standard & Poor's, or S&P as it is
better known, announced in 2008 that it would use ERM in
rating financial securities in non-financial companies. S&P
also declined to ascribe to standards promulgated by the
Committee of Sponsoring Organizations, or COSO. Instead,
S&P decided to benchmark ERM among peer companies and
then render a judgment on the effectiveness of a company's risk

management practices.

ALIGNING ERM PROGRAM WITH ORGANIZATION'S
LONG-TERM GOALS AND OBJECTIVES AS A MEANS
TO EMBED ERM INTO CORPORATE CULTURE

For any ERM program to succeed, it must be aligned with your
organization's overall business strategy. By doing so, you are
essentially taking your program to the next level, the natural
progression towards more strategic risk management. Failure
to do so places your risk management program in a passive or
reactive position that will not be recognized as contributing to
the growth of the organization. If risk management is not on
anyone's mind except when there is an accident, injury or other

loss, then it will not be considered as critical to the leadership.

The mission and goals and objectives of an organization must
be clearly and simply communicated. According to a Harvard
Business Review study, companies deliver only 63 percent of
the financial performance promised by their strategies. If the
business strategy is not communicated and understood easily,

the message becomes lost at lower levels of the organization.
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Consequently, all business units in the organization, including
risk management, must tie their performance to the strategic
goals of the organization. For example, if a company has the
goal of manufacturing the best quality television set, then the
risk management objective is to help the company business
units identify and mitigate the impediments to achieving that
goal, whether it is in production lines, marketing, finance or

supply chain.

As we discuss the ERM principles, you will have a better

understanding of how risk management fits into this model.

ERM PRINCIPLES

Although the steps involved in an ERM process are generally
the same, each organization goes about implementation in
different ways, depending on its strategic objectives, culture
and operational structure. Nevertheless, a solid ERM
framework should include the principles that we have come to
think of as typical of the ERM process-and typical of the

fundamental risk management process.

The first step is identification. In a typical risk management
process, the risk manager interviews individuals where a loss
may occur and tries to identify exposures through a question
and answer process-a silo approach. In the ERM approach, the
interview is expanded to include stakeholders from across the
organization. For example, instead of simply interviewing the
production manager about a process, it would be important to
include the supply chain managers, logistical support team,
marketing department and other groups who have a role in the

process of getting the product to market.

One of the benefits of ERM is that it not only highlights
material risks, but it also shows what's driving them and thus
provides incredibly valuable information. Managers have a
natural tendency to only manage their own silo, meaning
something over which they have control. But the key is to break
down those arbitrary boundaries and view risks as they truly
impact all areas of an organization. Therefore, ERM helps the
leadership to view their organizations not just horizontally, but

also vertically.

During the risk identification process, it would be wise to
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consider events "outside the bell curve," such as a scenario that
might affect customer demand. These so-called "Black Swan"
events often do not hit the radar screen-they are not as obvious
as a plant burning down or a severe increase in energy costs-yet
they pose a significant impact on capital. Natural catastrophes,
terrorist attacks, supply chain interruptions that may put the
continuity of your business at risk are items that should be
considered. We'll evaluate the likelihood of such events later in

the process.

There are many methods of identifying the big risks; however,

the basic principle is the same: to gather a list of risks that

matter most to the senior leadership of the company, its board

of directors and shareholders.

On the slide is a list of questions to help identify risks that can

be mitigated to meet your organization's objectives. Some of

these questions include:

® What could go wrong?

® What must go right for us to succeed?

® Where are we vulnerable?

® Which assets do we need to protect?

®Do we have liquid assets or assets with alternative
uses?

®How could our operations be disrupted?

®How do we know whether or not we are achieving our
objectives?

® What do we spend the most money on?

®How do we bill and collect our revenue?

®Which activities are regulated?

®What are our greatest legal exposures?

Of course, this is just a partial list and should be adjusted based
on the issue being discussed. The responses to these questions
will provide a much clearer picture of those risks your
organization face and the steps needed to continue the ERM
process of assessing, evaluating, mitigating and finally,

monitoring risks.

The second ERM principle is assessing the risks-the process of
determining which risks are more critical than others, as well as
determining how individual risks might be related to one
another. In assessing the risks that were identified in the
previous step, you may end up with a long list that at first

glance seems overwhelming.

In this step, there is a methodical approach to distilling the list
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to those that your organization considers high priority items. If
a risk is already well-managed and controlled, it will have a
low residual risk. If your organization can do nothing about a
particular risk because it is so far beyond your control or
influence, the risk may merit only limited attention. This is a
quick way to narrow down your list to a more manageable size.
It is important to remember however, that even though a risk is
beyond your control or influence, it may still remain as a
significant risk to the organization, so some of these items may

stay on the list.

Once that step is completed, it is a good idea to rank the risks.
Ranking the risks gains buy-in from the discussion group on
which risks are the most important. It also requires
consideration of the potential impact/consequence and

probability/likelihood of the event occurring.

A ranking system may be as simple as using a scale to help
determine the severity of each risk: 1-2 (insignificant); 3-4

(minor); 5-6 (moderate); 7-8 (serious); and 9-10 (major).

The final part of the risk assessment step is to take the risks that
you've ranked and rate each in terms of how likely they are to
occur (given your understanding of circumstances as they exist

today) and to rank the probability.

A rating for "risk likelihood" could include: 1-2 (extremely
unlikely); 3-4 (unlikely, but possible-10 to 33 percent
probability); 5-6 (about as likely as not, 33 to 66 percent
probability); 7-8 (66 to 90 percent probability); and 9-10
(highly likely, at least 90 percent probability).

Once this task is completed, review the risks' overall rankings.
Be sure that the significant risks are captured on this list and
that the priorities appropriately reflect each business unit's

operations/activities and the current environment.

The third ERM principle is the evaluation process. In this step
you decide how to balance between potential good and bad
outcomes, and which risks need to be addressed in order to

reduce, or mitigate the exposure.

At this point, you should have a much better understanding of

the risks on which you need to focus your attention. You can
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decide what opportunities and benefits exist to alter (or
mitigate), the risks. On the other hand, if you decide not to

mitigate the risks, consider the impacts of such a decision.

This is where ERM seems to cause the most trouble for risk
managers. Facing a list of big risks, it might be very difficult to
see how these risks are to be evaluated in terms of mitigation.
Very often, this difficulty is caused by the complexity of the
risk. A highly complex risk, like "brand reputation,” might be
affected by thousands of activities within the company.
Everything from the R&D process, to the marketing and sales
process will impact the company's brand. So how does one

address all of these?

The answer is that the risk manager does not have to address all
of the activities that could potentially contribute to a risk.
Rather, it would be much more effective to investigate the
risks, and determine which particular activities are driving the

risk and who is responsible for those activities.

For example, there are many ways a factory could be physically
damaged, yet no risk manager can focus on all of them. Instead,
he or she should perform an investigation by walking through
the factory, speaking with key personnel and considering
various loss scenarios in order to focus on a few key risk

drivers.

Similarly, during the evaluation process of ERM, the risk
manager should speak to the business owners and study the
various components of the business. Often the people who
actually perform the daily activities of the business will already
have a good idea of what is likely to go wrong. After all, they
have (or should have) a natural tendency to evaluate risk. By
interviewing them, it is often very clear what needs attention

and what does not.

For instance, if the risk manager is dealing with the risk of
failing to meet production goals, he or she might find that most
employees agree that the chief driver of this would be a plant
shutdown. Through investigation, he or she finds out that the

one area with no mitigation is a power outage.

At this point, the risk manager has tied a single cause of risk

back to an ERM level risk ("failure to meet production goals")
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that, at first glance, seemed complex and daunting. But through
investigation he or she has boiled it down to one very

straightforward risk that can readily be mitigated.

The fourth principle of ERM is to mitigate risk and/or exploit
opportunities. This is the step in the process where the action
begins. You must develop and follow specific steps to reduce
the risks and uncertainties that are at the top of your list, as well

as steps to increase the potential benefits.

Taking the example from the previous step about the factory,
the company has several options to address, or mitigate the
power outage risk. It could build a second factory in a different
location, transfer the risk via insurance, install a generator or
keep a surplus product supply large enough to see the
organization through any power outage. All of these options
will have associated costs, so these need to be weighed against

their effectiveness in mitigating the risk.

For the veteran risk manager, this will be a familiar process,
though the mitigation techniques called for may be new. ERM-
level risks, because they involve many parts of the business,
might call for a treatment that is outside of the scope of the risk
manager's duties. This may often cause panic and result in
comments such as, 'How is the risk manager going to solve a

marketing or sales problem?'

In this case, the risk manager can take comfort in knowing that
it is up to the owner of the activity that drives the risk to
determine the most cost-effective mitigation strategy. This is
not to say that the risk manager should not be involved or that,
in some cases, he or she will not be able to execute the
treatment strategy. However, if the activity driving the risk is
owned by a particular department, such as sales, then sales is

responsible for the mitigation.

The fifth step or principle is monitoring risks. How do you
know whether your risk management process has been
effective? By monitoring the timeliness and effectiveness of
the various steps you outlined to reduce risks and boost

gains.

Of course, not everyone is going to be enthusiastic about
implementing risk mitigation. If senior management is
demanding that it be done, it likely will be. But this is not

always the case. Regardless, if the mitigation is not monitored,
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the mitigation might lose effectiveness over time for one of two

reasons.

First, the mitigation activity might slow down or decease over
time. Second, the nature of the risk might change such that the
mitigation is no longer effective. In any case, if the
effectiveness and urgency of the mitigation is not monitored,

the process will be ineffective over the long term.

In the factory example, the company might continue preparing
for a power outage when in fact this risk has been eclipsed by
the risk of a shutdown due to a strike. Obviously, a backup

power source will not help if no one comes to work.

The five ERM principles I have described might not cover all
aspects of implementation. In fact, the few areas that are not

covered are often thought of as "best practice ERM."

While every ERM program is different, most will strive for
some level of quantification, a systemization of the ERM
process and driving a change in behavior such that all
functional groups within the organization think in terms of risk,

risk ownership and mitigation.

However, I do want to be clear on one thing before proceeding:
the principles I have been talking about are at the very heart of
an effective ERM program. At the same time, each of the
principles can be further expanded so as to be more
encompassing of the risks specific to your organization. ERM
will continue to evolve because the global business world is
constantly changing. And the only way that an ERM program
can continue to be effective, relevant and aligned with business
objectives, is to ensure that the program remains critical to the

organization and is monitored on a regular basis.
BENEFITS OF CREATING AN ERM CULTURE

So, what are the driving forces behind ERM? From my

perspective, I see three things:

One, it is obvious that corporate boards of directors recognize
that the internal audit function failed many corporations in the
recent global financial meltdown. Boards are now finding it
necessary to identify and mitigate risks in other ways, and

ERM is the choice for many.

i
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Two, it is also clear that regulators are looking at boards of
directors and risk management in a much different way than
they did prior to the financial crisis. As I mentioned earlier,
Standard and Poor's is evaluating a company's risk management

efforts by benchmarking with similar organizations.

Finally, in the U.S., the fear of onerous legislative initiatives by
Congress is providing the impetus for some firms to
demonstrate that they are capable of implementing risk

management controls on their own.

For many of you, incorporating ERM into your corporate
culture may not be as easy as it appears to be. You cannot
expect your senior management to change its viewpoints and

position overnight. Creating a true ERM culture takes time.

This much is true about the benefits of incorporating ERM into
your existing business culture: Enterprise risk management
creates a risk-aware culture; identifies and manages cross-
enterprise risks; provides integrated management reporting;
focuses on the most important risks; and, enhances the risk

response decision.

In the long term, weaving ERM into your corporate culture can
allow your respective organizations the ability to link growth,
risk and return; the ability to provide integrated responses to
multiple risks; help to minimize operational surprises and

losses; and, help to seize opportunities.
WRAP UP

How is risk management changing?

Over the past 30 years, we have seen risk management evolve
significantly-the transition from insurance buyer to operational
risk manager, who began to focus on preventing and reducing
losses and lowering insurance costs. We also saw an increase

in interdepartmental collaboration.

Today, as many companies develop an ERM approach to their
business, they are discovering that potential benefits multiply.
As we have discussed, ERM can play a significant role in
helping to support the company's objectives and strategic goals,
improve earnings and cash flow, manage growth, capture
opportunities and allocate capital and resources appropriately in

a more efficient and effective manner.
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In order that ERM can make significant contributions to the
company's ability to manage risk, the implementation process
should be tailored to the specific organizations and must fit

within their culture.

With or without ERM, an organization needs a central risk
function and accountability by risk owners. Further, they
should share risk information on a high-tech platform with

visual approach to understanding risk.

When implementing ERM, you should not lose sight of the
main goal, which is to identify the major risks across the entire
organization and assure that they are being appropriately
assessed and managed. Because the scope of ERM is so large, it
is very easy to get distracted by the details and the many
options that present themselves. Remember that the basic tools

of risk management are well suited to implementing ERM.
Celebrating 60th Anniversary in 2010

As many of you may know, this year RIMS is celebrating a
major milestone in its rich history, its 60th Anniversary.
Special events, in particular those at chapter levels, are planned
throughout the rest of the year to celebrate this achievement,
but certainly a very special event will take place at RIMS

Annual Conference & Exhibition in Boston, April 25 - 29.

I would like to encourage you, if you have not already done so,
to attend this year's conference. I assure you, you will not be
disappointed. Our theme this year is: THINK FORWARD.
THINK RISK, with the tag line Connect, Engage, Inspire.

We're expecting even more attendees than last year-and are on
pace to offer plenty of networking opportunities for all of you-
to exchange and share ideas, and best practices with your

fellow risk managers.

We have lined up over 120+ educational sessions, including an
individual track on ERM. As usual, we'll have our state of the
art exhibit hall where more than 400 vendors will be on hand

demonstrate the latest products and talk about their services.

Domo Arigato. Gozaimasu. Shigatsu-ni Boston de aimashou.

21



