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Agenda

» How ISO 31000 Aligns with ERM Priorities

» Strategy as the core competency of high
performing ERM

» Where does Strategic Risk Management (SRM) fit
in?

» How ISO 31000 can facilitate success in ERM

» What is the next level for progressive ERM?




Risk and Risk Management per ISO GUIDE 73

RISK : the effect of uncertainty on objectives

RISK MANAGEMENT: coordinated activities to
direct and control an organization with regard to
risk

DOES IT NEED TO BE ANY MORE COMPLICATED
THAN THIS?




RISK MGMT - SIMPLY STATED

~*_Isadiscipline that establishes and governs an orchestrating
- framework for the management of risk, enterprise-wide

* |ts purpose is to help company’s deliver consistent company
performance

* |Improves decision-making by supplying current and relevant risk
information and analysis

» |s effected by the Board, carried-out by Management and applied
to planning, budgeting, business performance review and decision-
making :

The Consistency of Standards Facilitates Successful

Deployment




Adoption of ERM Practices

Risk Management Capability Evolution

Basic ERM
Implementation

Formal enterprise wide:
* Risk Identification
* Risk Assessment
* Risk Response
* Risk Control Activities
: * Risk Monitoring
Hazard Risk « BU Compliance
Management Reporting
*Corporate Insurance
Program
*Contractual Risk Transfer
*Active Claims Management
*Robust Prevention
Culture

Insurable Risks

Full ERM
Implementation

« Common terminology/standards

* Fully integrated into strategic
planning

+ Data quantified where possible

« Fully integrated across functions & BUs

* Fully understood accountabilities for risk

* Cost of all risk types tracked & managed

» Compliance & regulatory regmts met

Key Business,

Financial &

Advanced
Performance

» Leaders have all key
risk info.to manage
performance

*Fully integrated &
‘embedded” risk
discipline in operations
and corporate culture
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* ~
I Compliance

Operational Risks

Ability to Align Strategies for Company Performance




ISO 31000 - Risk Management

a) Creates value

Mandate
and
commitment (4.2)

b) Integral part of
organizational processes

v

» Establishing the context
c) Part of decision making r y (5.3)

A I
d) Explicitly addresses .
uncertainty Design of Risk assessment|(5.4)

framework
e) Systematic, structured for managing risk
and timely (4.3)

_-JI Risk identification (5.4.2) I_-_

f) Based on the best
available information

Continual
g) Tailored improvement risk
of the management
h) Takes human and framework (4.4)

cultural factors into (4.8)
account

Implementing
v

Risk analysis (5.4.3)

Monitoring and review (5.6)

i) Transparent and inclusive|

Communication and consultation (5.2)

k4
Risk evaluation (5.4.4)

i) Dynamic, iterative and Monitoring
responsive to change and review
of the
k) Facilitates continual framework
improvement and (4.5)
enhancement of the

¥
organization Risk treatment (5.5) |<—T

Framework Process




ISO 31000 standard recognized as national risk V)
management standard, worldwide G31000

GOST RS0 31000
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ISO 31000 standard recognized as national risk management standard




Why aren’t ERM Frameworks/Programs More

Successful?

* Most ERM Programs are built on
o" 2 o" - 124
Governance” or “Compliance
models

— Value: “Did we do it? Good.”

* Measures are rarely in meaningful
terms

* Not aKEY role in performance
management, planning, budgeting
and strategy formation

* Limited in scope and focus

* Not a “day-to-day” part of decision
making

* Not based on or tied to a standard
or tight framework

Copyright 2012 r ERM, LLC




Why Did “ERM" Fail During the Financial Crisis?

Or did it?

Misguided focus on risk processes vs. agility

Large amounts of info; no evaluation of risk
interconnectedness

A “check the box” risk management mentality
Over reliance on statistical models

Cultures of risk acceptance w/o regard to risk appetite,
tolerance or capacity

Compensation structures that rewarded excessive risk-
taking

Inadequate risk governance/oversight structures

10
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Conclusions from the Financial Crisis

Risk Mgmt not integrated into planning, budgeting, performance
review and
decision-making

Focusing on risk registries, “top 10” lists or compliance-based
assessments

Being disconnected from company objectives and performance

Insufficient C-suite and Board level understanding, buy-in and
mandate

Absence of a standard to follow or common risk language

Siloed and unaligned risk management efforts
Poorly designed compensation and incentives structures
Risk Management perceived as a necessary evil

Ambiguous ownership of and accountability for risks

1=




The Yin and Yang of Standards

What Standards Are

= A collection of best
practices and guidelines

= Developed
collaboratively

= Evolutionary

= Can be for management
systems, products,
services or procedures

‘ ‘ What Standards Are Not

= Regulations
= Just controls

= Necessarily “how to
implement” documents

= Certifications
= The only way
» Guarantees of success




Drivers for a Global Risk Standard

Emm—

~_» Multinational companies operating in many countries
around the globe

» A need to set priorities and address risks based on global
importance

» Need for consistent process for communications

> Need to demonstrate that effective and reliable methods
used

» Granularity of many sub-standards

13J



Why Risk Managers Should Use Standards

Set of benchmarked tools and processes

Systematically identify risks and problems
Enables problem-solving and decision-making
Inclusive process

Specialized training

Establishes operational controls/procedures

Measurable/verifiable goals and methods for accomplishing identified
objectives

Protect reputation and brand
Model for continual improvement

Proactively improve organizational resilience

and sustainability

14




How ISO 31000 can Facilitate Success In

ERIVI
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Two Critical Elements

driving process efficiency and
effectiveness

a standard driven risk strategy into
the risk culture for decision-making and planning

» Customized to:
» Culture
» Management Needs
» Governance Expectations
» Consumer Expectations
» Regulatory Expectations

16J



ERM Outcomes

Emm—

_» An effective risk management program should lead to
specific outcomes for the organization:

— Improved and Better Protected Reputation
— Higher Profits

— More efficient operations, service

— Higher Stock Valuation

— Fewer Surprises

1=/




Align Risk to Business Priorities

Risks tie to the
processes of key
and/or profitable
products or
services




STANDARD

RPOOR'S An Emphasis on Decision-making

Well established capabilities to identify, measure &
Excellent manage all risk exposures & losses within tolerances.

Consistently optimize risk adjusted returns. Risk and

risk management always important considerations

Strong Capabilities to identify, measure and manage all risk
exposures & losses within tolerances. Not fully
developed process to optimize risk adjusted returns.
Risk and risk management usually important
considerations.

Adequate Capabilities to identify, measure and manage all risk
exposures & losses within tolerances. Not fully
developed process to optimize risk adjusted returns.
Risk and risk management usually important
considerations. Unexpected losses more likely as a
result

Weak Limited capabilities to identify, measure and manage all
risk exposures & losses within tolerances. Losses not
expected to be limited. Risk Management Program non-

existent or totally compliance.
19







Strategic Risk Management

* Strategic Risk Management (“SRM”) is a business discipline that drives deliberation
- and action regarding uncertainties and untapped opportunities that affect an
organization’s strategy and strategy execution.
e Guiding Principles of SRM:
— Primary component of an organization’s ERM process
— Ultimate goal is protecting and enhancing shareholder value
— Effected by boards of directors, executive management and others

— A strategic approach to risk and managing uncertainty is necessary to achieve company objectives
— Continuous process

<€
ated Impa Corporate Tolerance T
Interdependencies Risk/Opportunity
- Adapt/Improve

Decisions
Monitor/Report

Align to
“™ Corporate “- Mitigate/Control
Objectives I
Frequency & Severity Retam{r ';'::S’}‘:: Or l
e —

<€




Why Strategic Risk Management?

e Strategy An organization's strategic plans will determine the
actions the organization will take at any stage of the planning
period as circumstances change.

* Strategic risks are those internal or external uncertainties,
whether event or trend driven, which impact an organization’s
strategies and/or the implementation of its strategies.

22J



What Risks Matter More?

sedgwick

Strategic risks continue ROOT CAUSES OF DECLINE

to have greater negative
impact on stock price
than more easily Market Capitalization Decline Drivers

auditable risk areas. Top 20% of Fortune 1,000 (1998-2009)

16%

This analysis looks at root
causes underlying market
capitalization declines of
50% or more in a single year.

® Percentages refer to
frequency of occurrence of
each factor in the sample
population.
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FREQUENCY/LIKELIHOOD

Managing the most critical risks

Q‘v.,»

sedgwick
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Strategic Risk Management Approach

» Expected vs. unexpected risks
» |dentifying
» Assessing
» Measuring
» Risk Appetite and Tolerances
» Weighting and prioritizing risk
» Emerging and dynamic risk assessments
» Reporting on strategic risks

25




Emerging Risk Characteristics QW,A

sedgwick

Common Elements:

»\Volatility

»High uncertainty (
»Impact '
»Likelihood
»Relevance

» Ambiguity

»Complexity

»Lack of consensus

» Difficult to communicate

»Questionable ownership

wwwwwwww © 2013 Confidential — Do not disclose or distribute 26






SRM Guiding Principles: Aligned with 31000

GAINING VALUE FROM THE RIMS STRATEGIC RISK FRAMEWORK

Risks related to objectives
achievement and risks
arising from plans Strategy
to meet objectives

Risk appetite and tolerance Risk Appetite Control

staFemenis foq key Framework Framework
risk categories

Calculation of investment, Emerging & Integrated
resource needs and Dynamic Enterprise
capital allocation Risks Risk Profile

Scenario and
Stress Testing




ERM Priorities and 31000 Principles

ERM Priorities:

Address all significant risks
Break down risk silos
Measures tied to results
Embed risk rigor in processes

Critical to fully informed
planning & decision-making

Produces actionable data

Focused on the things that
matter most

Relies on cross functional
collaboration

Enable management to risk
appetite

ISO Principles:

Explicitly addresses uncertainty
Transparent and inclusive
Part of decision making

Integral part of org processes
Part of decision making
Part of decision making

Creates Value

Takes human and cultural factors
into account

Dynamic iterative and responsive to
change
29




Linking Strategy to Risk Management

Includes a strategic look at risk, e.g.
dynamic risk assessment

Includes scenario building based
on identified emerging risks

Includes an assessment of how risks
can affect goals and objectives

Includes scenario building to visualite
goal achievement




Functional & Stakeholder Alignment

Audit

Monitor compliance
with processes and
controls

processes

Audit and Process Efficiency Fuhctions are Important Risk Stakeholders




Most Critical Components
of Risk-Strategy Alighnment

Mission Accomplishment

Corporate Business Strategy

RISKS MATCHED
TO OBJECTIVES
MEASUREMENT &
REPORTING
ALIGNMENT

nd
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Risk Management Strategy
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Mgnggemgnt

Strategic

- « o
— - S
e
2y

Operating
Decisions

Risk
Communications

Risk Knowledge

Governance & Accountability

Risk Framework & Process

Including these key elements in your Risk Management Strategy will
support Best in Class results




What really matters in ERM?

» Consistency

» Rigor

» Interpretability

» Clarity

» Measureability

» Downside protection

» Value creation

» Embedded risk culture

» Managing to appetite parameters

» Aligning, if not integrating with strategy and
objectives

34J
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Key Challenges for Risk Management

Risk challenges are increasingly priorities for execs and boards,
including:

Understanding what risks are most threatening to mission
accomplishment

Connecting actionable risk information to goals & strategy
Managing critical risk interdependencies

Getting ahead of emerging risks

Controlling risks brought to the firm by third parties

Fostering a strong ethics and risk culture

Addressing low-frequency, high-impact risks proactively
Providing timely information on key risks not effectively mitigated

A\
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ALL THESE CHALLENGES ARE ADDRESSED IN COMPREHENSIVE ERM
ENABLED BY ISO 31000 AS A GUIDING FRAMEWORK

35

J



Parting Thought




Contact information

Chris Mandel, RF, CPCU, ARM-E

\ SVP Strategic Solutions, Sedgwick .
Q‘“‘!} & Director, the Sedgwick Institute J
. Chris.Mandel@sedgwick.com sedgwick
SEdiICk;f Chris.mandel@sedgwickinstitute.com nstitute
www.sedgwickcms.com www.sedgwickinstitute.com

“"The Ten Building Blocks of Risk Leader Success”
Available for free at www.irmi.com

Visit the agenda of the Sedgwick Institute at:
www.LinkedIn.com Sedgwick Institute group

Other References of Interest:
Latest thinking in the industry at:

www.Insurancethoughtleadership.com

WC Option Legislation: www.ARAWC.org



mailto:Chris.Mandel@sedgwick.com
http://www.irmi.com/
http://www.insurancethoughtleadership.com/
http://www.arawc.org/
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Christopher E. Mandel, RF, CPCU, ARM-E | A
SVP, Strategic Solutions, Sedgwick, Inc. & \w;’ '
the Director of the Sedgwick Institute sedgwick

Christopher E. Mandel is the SVP for Strategic Solutions at Sedgwick and the Director of the Sedgwick Institute. In both
roles he is engaged in helping Sedgwick chart its future through the long term planning for products, services and
strategic solutions for this claims and productivity management firm. He is also co-founder and EVP, Professional
Services for rPM3 Solutions, LLC as well as founder and president of Excellence in Risk Management, LLC. both
independent consulting firms specializing in governance, risk and compliance, with a special emphasis on
enterprise risk management. rPM3 Solutions holds a patent for a unique risk measurement process known as
ARQ™. Prior to electing early retirement and for ten years from 2001-2010, Mr. Mandel was head of enterprise
risk management for USAA Group, a $165 billion diversified financial services organization. At USAA, he
designed, developed and led the enterprise-wide risk management and corporate insurance centers of excellence.
He also served as President and Vice Chairman, Enterprise Indemnity CIC, Inc., an Arizona based alternative risk
financing facility.

Mr. Mandel has more than 25 years of experience in risk management and insurance in large, global corporates. He
has pioneered the development of cross-enterprise risk management capabilities resulting in S&P rating USAA as
“excellent and a leader in ERM” from 2006 through 2010. In 2007, Treasury and Risk Magazine bestowed the
Alexander Hamilton Award for “Excellence in ERM” on USAA. Mr. Mandel has been a long term senior leader in
the Risk and Insurance Management Society including being elected President and Chief Risk Officer and was
named Risk Manager of the Year in 2004. He also received RIMS’ Goodell Award (2016) for lifetime achievement.

Mr. Mandel’s deep, wide and diverse experience in all facets of risk management and insurance allows him to offer
those interested in managing risk with excellence to engage him to provide everything from a comprehensive
strategy and complete ERM framework to targeted guidance, tools, techniques and/or training. Mr. Mandel’s
innovative approach to making risk a key strategically placed and results oriented function results from solidly
connecting risk management outputs to a company’s key performance metrics and ultimately, mission
accomplishment.

Mr. Mandel received his B.S. in Business Management from Virginia Polytechnic Institute and State University and an
MBA in finance from George Mason University. He holds the CCSA, CPCU, ARM and AIC designations and is a
frequent industry speaker, teacher and writer. He writes the “Risk Innovation” column for Risk and Insurance
magazine and in 2008 was elected a member of Risk Who'’s Who (RWW). He also wrote the Ask a Risk Manager
column for Business Insurance from 1996 through 2008.

CONTACT: Chris.Mandel@sedgwick.com 210-698-8056 0 210-845-5804 m
https://lwww.sedgwick.com
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sedgwick

The leader in innovative claims and productivity
management solutions

Sedgwick Claims Management Services, Inc. is the leading North American provider of
innovative claims and productivity management solutions. Sedgwick and its affiliated
companies deliver cost-effective claims, productivity, managed care, risk consulting, and
other services to clients through the expertise of more than 10,000 colleagues in 195
offices located in the U.S. and Canada. The company specializes in workers’
compensation; disability, FMLA and other employee absence; managed care; general,
automobile and professional liability; warranty and credit card claims services; fraud and
investigation; structured settlements; and Medicare compliance solutions. Sedgwick and
its affiliates design and implement customized programs based on proven practices and
advanced technology that exceed client expectations. For eight years in a row, Sedgwick
has been awarded the distinguished Employer of Choice® certification, the only third-
party administrator (TPA) to receive this designation. In 2011 and 2012, the company
was named the Best Overall TPA by buyers of risk services through an independent
survey conducted by Business Insurance. For more see www.sedgwick.com.

© 2013, Sedgwick Claims Management Services, Inc. applies to all content except where otherwise noted
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