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RIMS President John Phelps will discuss the value of accelerating
the organization’s risk capabilities to achieve strategic objectives

and heighten social responsibility.

Thank you so much for inviting me here today to speak on a topic

for which I have great passion.

Before I begin, I would like to take a moment to introduce myself,
discuss my professional background, my views on the future of
the profession and, then, the value that risk practitioners can add
by accelerating their organization’s risk capabilities to achieve

strategic objectives and heighten social responsibility.
Phelps Introduction

I am the 2013 President of RIMS and the Director of Business Risk
Solutions for Blue Cross and Blue Shield of Florida, Inc., a health
care company with nearly 4 million members, 11,000 employees
and gross revenues of almost $8 billion. Within my organization,
I am responsible for the continued development and management

of a comprehensive Enterprise Risk Management program.

Part of my responsibilities over the last 30 years have always
included management of the property and casualty insurance
portfolio. I have been a commercial accounts underwriter for a
large commercial insurance company, an insurance broker and
currently a risk manager. You could say, that from an insurance

standpoint: I have made it, sold it and bought it.

Early on, even in high school, I wanted to be in the insurance
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business. I was greatly influenced by my grandfather who was
in insurance so I sought out a business degree in college. After
graduation, I was hired by the Travelers Insurance Company.
While I was with Travelers, I received the best insurance

education that I could ever have hoped for.

I joined RIMS 33 years ago and have served on its Board of
Directors for nine years. The Society has had a significant
impact on my career. The educational opportunities were vital.
They gave me the confidence to help shift my role within my
organization from one that solely purchased insurance to one
that is more strategic. That shift has made senior leadership at
my organization more risk aware, causing them to view risk
differently in order to be more successful which allows us to grow

and support our community.
Presidential Themes

As I prepared for my term as RIMS President, I set three goals for
myself and the Society.

First, I want to make sure this Society is thinking globally.
It’s important for RIMS to have a global reach of services and
resources to address the needs of risk professionals around the
world. Through the use of technology we can meet this demand

for our members...and potential members.

Developing the future of the risk management discipline is also
a goal of mine. I'm concerned that many bright, energetic young
men and women might overlook risk management as a career. I'd
like to change that thinking. I want to make risk management
a career of choice for them. I want them to recognize the field
of risk management as a vital business capability that can
challenge their creativity, provide direct and meaningful input
into the strategic plans for their company and provide rewarding

advancement opportunities.

Additionally, my generation has a lot of knowledge that is going to
be lost with retirement. The future of risk management depends
on the next generation. We have an obligation to share and

mentor them to ensure that our profession continues to flourish.

Finally, I want to focus on creating value. When I say this, I mean
it in two ways. First, I want RIMS to create valuable opportunities
for our members to succeed and advance their risk programs -
whether those opportunities are educational programming, the

reports we produce or the conferences we hold.

Second, we need to better equip our members to create
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value, demonstrate value and communicate value for their
organizations. The important work of identifying, evaluating and
managing risk should not be a company secret. Everyone in the
company should understand the value of risk management, how
it can make their company successful and how it can help support

our communities.

It is important to note that risk management takes many forms
in our companies. Last September, RIMS produced a whitepaper
titled “The Evolving Role of the Risk Professional”. It describes
risk management across a continuum from traditional risk
management to Strategic Risk Management. Each level in this
continuum provides great value to our organizations and the role
our companies play as socially responsible entities. Therefore,

RIMS will continue to support all levels of risk.

Risk practitioners can add even more value in three ways:

1. helping to reduce uncertainty associated with big threats;
2. identifying emerging risks; and
3. putting measures in place to protect and leverage corporate

capital.

Traditional risk management that is primarily focused on
insurance or other risk financing techniques is probably more
obvious to most of you. I'd like to turn our attention to Strategic
Risk Management as part of an Enterprise Risk Management
program. This is an opportunity for risk professionals to advance
their risk programs and help make their companies more

successful.

I’ve been very involved in developing RIMS ERM and SRM
offerings for a number of years. I have seen countless examples
of risk programs, from the very basic to the most complex. What
is always interesting to see is the different approaches each
organization takes to achieve its risk objectives. No two risk

programs are alike.

And, I should mention, you don’t have to look at different
industries to see variations in approach. Competitors vying for
the same market-space might address risk management in very

different ways in an attempt to gain competitive advantage.

A good example of this is Delta Airlines. Delta has taken a
very advanced approach to risk management. Realizing that
high fuel costs account for a large percentage of their expenses,

management needed to figure out a way to reduce those costs -
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whether it was to agree to a billion-dollar merger or making each

passenger pay $20 extra to check a bag.

Delta decided to tackle that risk head-on. Instead of charging
customers more, it bought an oil refinery in Pennsylvania from
ConocoPhillips for $150 million - a small price for a company of

its size and value.

Delta was the first airline to enter the oil refinery business. Such
vertical integration had never been attempted before by an airline
company and it meant taking on huge risks in the hopes for huge

returns.

We can go back and forth and debate about whether this was a

smart move for Delta. Obvious questions emerge:

o Is this worth the $300 million a year it is reported to save?
o Is the risk worth the additional jobs it will create?
© What does an airline know about running an oil refinery?

© What are the environmental and reputational risks?

But one thing is clear, Delta - unlike its competitors - took a
very aggressive and innovative approach to risk management. It
strategically managed the risks associated with this acquisition
and gained a competitive advantage in the balance. The
importance of this competitive decision is further highlighted by
the fact that American Airlines is in bankruptcy and several other
large competitors have had to merge to survive. This move by
Delta is being watched carefully by its competitors and industry

analysts.

I understand that your organization might not have the resources
that Delta has so your initial challenge is to figure out where to
begin and how do you gain buy-in from senior leadership. How
do you get them to comprehend the value of risk management?
Their obligation to conduct their business in a socially responsible
manner is a good start. Senior management is responsible for the
viability and sustainability of the business enterprise. They owe
it to their loyal employees, stock holders and to the community at

large.

The good news is that survey after survey indicates that
organizations are, in fact, realizing the value of risk management.
Our work is becoming mainstream. It is truly an exciting time to

be in our profession.
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According to the “2012 Excellence in Risk Management” survey
- released by RIMS and Marsh this past April - 87 percent of the
companies surveyed with annual revenues above $1 billion say
expectations of the risk management department have increased.
Executive management wants risk professionals to take on a more

strategic role within the organization.

The bad news is that the survey goes on to say that despite the
increased awareness and a general consensus by leadership that
having a strong risk strategy is vital to organizational success,
many risk professionals are too focused on operational duties and
daily responsibilities. They have failed to take the initiative and

make the leap to advance the organization’s risk program.

And, T want to make this clear. I don’t think this is because they
don’t want to or because they are lazy. This is most likely due to a
lack of understanding of risk management as a business capability
instead of a department. Once the value of using this business
disipline to better understand the company’s uncertainties is
appreciated, the value of risk management as a tool used to

achieve corporate strategy is understood.

Clearly defining risk management’s role is paramount to
every risk program. It should be a top priority for every risk

professional.

© What value can and should the risk department add?

© What expectations do members of the executive management
team and the board have?

© Are risk professionals viewed as strategic partners?

© Are they given the opportunity to provide senior leadership with
input that helps drive growth?

© Or, are they expected to provide only a defensive role?

Risk professionals should be prepared to present the big picture
value proposition to management and allow them to make the
decision on the direction of the risk program, and thus define

their risk management expectations.

You might have to go back to the basics to strengthen that
relationship. A foundational step in developing a risk program is
to ensure that everyone’s definition of risk, risk management and

other common terms are the same..

The traditional and most commonly held definition of risk is
the possibility of loss, injury or other hazards. Therefore, risk

management is thought of as only a process of analyzing exposure

13
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to risk and determining how to best prevent and control such
exposure. It is easy to see the limitations of such a narrowly

focused definition.

RIMS defines risk as an uncertain future outcome or outcomes
that can either improve or worsen one’s position. This is fully in
line with the ISO 31000 risk management standard’s definition of

risk.

As a result, Enterprise Risk Management can be defined as
a strategic business discipline, rather than only a process. A
discipline that supports the achievement of an organization’s
overall objectives. The discipline addresses the full spectrum of
its risks, not just those that may harm the organization. It also
manages the combined impact of those risks as an interrelated
risk portfolio, to more fully value the interdependencies inherent

in any system.

Imagine, if you will, the car industry after the end of World War
II. T remember my brother and I riding in the back seat of our
family automobile where there were no seatbelts or airbags. In
fact, on long trips, we would get down on the floor of the back seat

with a blanket and pillow and sleep.

Today, that is unheard of. Everyone in my family has a seat belt
and shoulder strap. There are airbags all around them. So what
happened between the time my brother and I slept unencumbered

in the back seat and today?

Through many tragic accidents and lawsuits, people began to
demand safer cars. The car manufacturers began to realize
their obligation to produce safe automobiles. They also began
to understand that safer automobiles were an important product
differentiator in the market. By producing safer cars, they were
managing the risk of death or injury in one of their vehicles and

increasing their market share.

Failure to recognize, exploit and communicate the positive
side of risk can prevent a risk practitioner from successfully

implementing his or her plan.

As I mentioned earlier, risk can be characterized as uncertain
future outcome or outcomes that can either improve or worsen
one’s position. Consider the “improve” as the positive side and the

“worsen” as the negative side.

Clearly defining your organization’s view of risk — and how those
risks will be managed to protect customers - and sharing this

definition with key individuals throughout all departments and
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levels of the organization is essential to starting or sustaining an

Enterprise Risk Management program.

At its most basic, Enterprise Risk Management is a strategic
business discipline, a way of behaving rather than a process. In
a way, it is much like martial arts in that everyone who practices
it understands “the way of doing”. Enterprise Risk Management
represents a significant evolution beyond previous downside risk-
specific approaches to risk management. The discipline encompasses
all areas of organizational exposure to risk whether financial,
operational, reporting, compliance, governance, strategic or
reputational. It embeds risk management into all critical decisions

throughout the organization.

Those in the field have been discussing it for years, but the explicit
adoption of enterprise risk management as a business capability

within organizations has, up until recently, lagged.

Today however, there seems to be a renewed interest in the
discipline. According to the 2011 RIMS Benchmark Survey of risk
managers, 80 percent of organizations either have or are in the
process of developing an ERM program. Seventeen percent of the
respondents stated that their programs are fully integrated and

address risk across the organization.

Certainly some of this has been driven by regulators, but simple
compliance with mandates will only go so far. We live in a world of
what I call “hypersonic chaos”. The risks faced by today’s companies
are more complex than ever before. Traditional methods of
managing risks simply don’t go far enough. In addition, the velocity
with which those risks will impact the company is measured in
nanoseconds not days or weeks. This creates an environment of
“hypersonic chaos” that must be understood and managed by the

entire organization — not just one person or one department.

Organizations are also seeing a similar phenomenon internally
as risks that affect one part of the organization frequently affect
another, making it difficult for the company to reach its strategic
goals. For example, as new product may hold the promise for more
corporate revenue but may also increase the potential liability and
reputation risk. For many risk professionals, it is this connection
to strategy that has provided catalyst to help their Enterprise Risk

Management programs grow and mature.

Changing the organization’s approach to risk management can shift
the perception of risk professionals from solely defensive players
to those who can play both offense and defense. Incorporating

new approaches, such as “how can this risk be exploited for
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our advantage?” can lead to innovation and opportunity.
Understanding the organization’s cultural attitude for risk-taking
or risk aversion is crucial - it requires preparation, confidence
and time. But, if done properly, it can reinforce the value of
building risk management capabilities for creating value and
provide greater assurance to the company that their product will

serve their customers as expected.

Once the risk practitioner has gained acceptance and is providing
risk methodologies for strategic planning, how does he or she
sustain the discipline? Risk professionals need to focus on
reducing uncertainties and uncovering potential untapped
opportunities that increase the odds of success. But, routinely
focusing only on potential obstacles will lead to fewer invitations
to support the strategic objectives of the company - or even being
completely shut out from the conversation. Identifying “deal
killer” strategic risks may keep an organization from squandering
scarce resources, thus protecting enterprise value. Reframing
risk as potential untapped opportunities — the positive side of
risk - can be used to create organizational value and improve the

reputation of the company.

An organizational culture that is risk-aware is a culture that
considers the risks when determining the organization’s strategic
objectives. Fostering this as a cultural characteristic means that
everyone, from the board room to the factory floor, is thinking
about organizational risk and strategic goals. This is where
strategic risk management, or SRM, begins. SRM, when fully
applied, is a core organization competency that assesses those
identified risks to derive value through successful strategy

execution.

Risk professionals are becoming involved in senior-level decision-
making processes. Leaders are relying on their analysis to not only
protect shareholder value - but to help create it. Because it is only
by avoiding known pitfalls that the company can navigate its ways
toward greater profits and customer respect. The organization
needs to know where the pitfalls are before deciding on a strategic
direction. The risk professional is in a natural position to guide

leadership through necessary course corrections.

Incorporating risk management into strategic-level planning
allows the function to better serve the organization. Involving risk
management professionals from the beginning makes more sense.
It allows the people who can uncover the potential consequences

to inform leadership decisions.

To do this, the risk practitioner needs a clear understanding of the

corporate strategy and approach to risk - something that can only
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truly be attained through discussions with the board and senior

leadership.
Corporate Social Responsibility

There are countless examples of organizations that failed because
they were too focused on the generating revenue and unable
to see the bigger picture and understand the evolution of their

marketplace.

These failures further highlight the need for us to understand
the strategic direction of our own organizations. When
considering Enterprise Risk Management with a Corporate
Social Responsibility focus, we must also understand how
various stakeholders view risk. Just as risk professionals seek
to understand the context and environment surrounding the
organization, corporate social responsibility drives a business
outlook that acknowledges responsibilities to stakeholders not
traditionally considered. These stakeholders may include local,
regional and international communities in which it operates, as

well as the natural environment.

Organizations recognize that their actions may have unintended
consequences for the greater society. Whether driven by concern,
philanthropy, or a desire for brand recognition and good
public relations, such organizations monitor active compliance
with the spirit of the law, ethical standards, and international
norms. Beyond that, they want to have a positive impact on the
environment, consumers, employees, communities, and anyone
who might be affected, intentionally or not, by their decisions and

activities ... that is, their internal and external stakeholders.

The goal of Enterprise Risk Management and Strategic Risk
Management is to get everyone on the inside of the organization
in-sync with management strategies and strategic objectives.
Those on the outside of the organization may have a much

different view of its strategy and the risks it is assuming.

©® Are the products or services highly valued and trusted?

® Are the actions or byproducts of the organization helpful or
detrimental to society?

® Is the organization known for its ethical conduct?

® Is the contribution an organization makes to the society

recognized and valued by those outside of the organization?

Corporate social responsibility and risk-taking transparency
is particularly important for gaining consumer trust, creating
brand loyalty and maintaining the unspoken social agreement to
operate. As risk professionals, we have an opportunity to help our

organizations build that trust and loyalty by enhancing our risk

17




L_L S?ec 1d

=\ 20X3\ eSs\O

d I I I DI I IIIII I I I I I 9; ‘I

SFRIATEET,

[AF—=0RNF—=%Ebb] L) DIFHIC—OND
AANZHIR % FE o TR B 0, MIZOWTHEFL TV 5 h % il
HTLHIETEDY TRA MEANESTz A=V %KD
ZETHDHDFERA [HFDL] LVIDIEBICERER
VY THZETT,

WL TIEHMN, V=YXV ATFAT, VT4V TH—=T
A ENIDE ) BEAORYDY 23 58452 MM
BRABDBDIILE L7z, £ OENMEEAZ ORME % 5
JEL A SDATF—=r FN T =72 Loz L E Lz,
OB BERL T - A, VA LERICE>T—FE
ELRBEIIOVTORFE LTV, HEZOLFEZIY A1)
H5DTTo TOXIBRAT—=7FNVT =128 L O E ER
52 LiCEoT, MREIMEEZ PRI 202007, Bk
BECHIRT 5 E)ICRD FT,

BIELTT77Ab - 7—=F»H Y 9, FFIKRE TN
PR ERAEMEICR ), OB TIZHK MO REIC
B3 A a—ICRRT LI BELE L

MG 2 A oBK L DEO— K EE 1T 2L TS
DT7AN + 7—FEMHIBZZORANERERZEML, &
NEBASICILT, LVRBECRVEBAZ2—%2E YAt

W LFELZ 794 FRT FORDYIZH T 5, V—
FRKDRDYIZEIVAY DK, EHIZ¥Z FFVE, #
LT L OB T R 5% %2 LT 5 &R
WO ELE L,

INODORFPRENF A= 2—%EHL, HEHEMEICEN
ZLZ2ORMEATIED) IEA. SROEDRETIZY A2
DHEHMRLHIZEST, TD XD Lz ET Lk do723
HEDVATPEREENTV2DTY, ¥4 A—V ¥
2 & B AWEALTGBIRIEOHLIES 2 EDBL VDT,
T7AN - 7=FOEMFINFTTHY O Z L, M
RaE LGV EICLDHENEKRRFUC LD L E2HFET
ETW2DTY . WHIRMAD XY HELZEY~D ML
Y FESFELHATEZDOTT,

VA7 QHEMRLE L Tobhvbho B, HOOM%
WZBWTZOL) BMEMY X7 ZHAcgml, ok
BEYATRFUZITREL. TOEIIED L) ks (&
BN ETHo7 ). A A=V LK TH 72D
LET) 2D 202 HEmMICHERICEAONL910252
LT,

18 | UADXIFIFTOODAY 2013 March

management capabilities through stakeholder engagement.

By “engagement” I am not referring to simply monitoring what
the public is interested in or talking about. I am not referring
to delivering a series of staged messages developed by the
organization. “Engagement” must include a communication

interchange.

Today, technology, social media, online forums have opened the
doors to more opportunities for these back-and-forth exchanges.
Many successful organizations have already implemented these
engagement strategies and have open dialogues with their
stakeholders — conversations about the issues that matter most
to the public and the services or products the organization
offers to help build consumer confidence. These interactions
with stakeholders can enhance any organization’s ability to see

problems before they emerge and become unmanageable.

Look no further than fast food restaurants for an example of this.
Obesity has become a growing public concern, especially in the
US. Certain jurisdictions now require nutrition facts about each

food item to be printed right on the menu.

By keeping abreast of social interests and concerns about obesity,
many fast food franchises were able manage this social concern
and exploit this opportunity by offering healthier alternatives.
Salads instead of french fries; bottled water instead of soda. In
addition, McDonalds - and I'm sure many other fast food chains
- donate a significant amount of money to charitable foundations
that fight childhood obesity.

It is not by chance that multi-billion dollar enterprises made
changes to their menus or allocated funds for charitable giving.
The risk of not doing so was identified by risk professionals within
those organizations. And, while reputation is often a driving
force behind an organization’s corporate social responsibility
strategy, fast food chains determined that the damage resulting
from a decision to ignore public opinion about obesity was far
greater than continuing business as usual. They were able to take

advantage of a social trend toward healthier eating.

Our goal as risk professionals is to get our organizations to think
about these socially driven risks before they strike, to develop
a systematic approach to implement response plans in case
they do and, when we can, help our organizations identify new
and valuable opportunities — whether that value is financial or

reputational - to sustain the organization for years to come.
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CONCLUSION

Today, risks seem to come from all directions and at an

unbelievable velocity.

The risk practitioner’s focus has broadened from avoiding,
transferring, and mitigating risk whenever and wherever possible,
to also leveraging risk as a strategic opportunity. To do so, risk
professionals must fully understand the business need for their
role, hone our skills, and adopt a growth approach in order to
become that trusted strategic advisor. And, to truly advance risk
management capabilities within our organizations, we must have
a firm grasp on leadership’s expectations of the risk management
department and help them shape those expectations based upon a

different way to view the role of the risk manager.

We must effectively communicate and consult on risk at all levels.
Most importantly, we must step up to executive management’s

expectations for leveraging the positive side of risk.

With the current state of the global economy, the surge of natural
disasters that have wreaked havoc on countries around the world,
and the inordinate amount of critical and confidential electronic
data that is left vulnerable to cyber predators, sound risk
management programs are not just necessary but, in many cases,

are already being revamped and strengthened.

Enterprise Risk Management and Strategic Risk Management

programs help organizations in four ways. They help us:

1. make informed risk decisions that generate value and avoid
unacceptable losses;

2. engage stakeholders when determining risks the organization is
willing to take;

3. prevent excessive levels of risk that could lead to adverse
consequences; and they help us

4. employ a discipline and capability that will pave the way for

new opportunities and new rewards.

I want to thank you again for having me here today. It is truly
is an exciting time in our profession. I look forward to hearing
and learning about your programs and the exceptional work
that youre doing to build your organization’s risk management

capabilities.

Thank you.
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