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Regulations to Support Value Creation 

Sarbanes 
Oxley 
2002 

NYSE 
2004 

SEC 33-
9089 

Dodd 
Frank 

Section 
165 Part C 



S & P’s Findings on ERM Programs 

Silo-based risk management focused only at the 
operational manager’s level continues to be 
prevalent 

Companies with a true enterprise-wide approach to 
ERM appreciate the importance of going beyond 
only quantifiable risks and increasingly understand 
the importance of emerging risks 

Companies often facilitate their ERM execution via 
separate structures with associated roles and 
responsibilities clearly defined 



ERM Is Evolving 
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Key Questions Asked By CEOs 



Organizations That Use ERM to Create Value 

Zurich Safeway LEGO 

University of 
California 



Objectives of Zurich’s ERM Program 

Protect the capital base by monitoring that risks are not taken 
beyond the Group’s risk tolerance 

Enhance value creation and contribute to an optimal risk-return 
profile by providing the basis for an efficient capital deployment 

Support the Group’s decision-making processes by providing 
consistent, reliable and timely risk information 

Protect Zurich’s reputation and brand by promoting a sound 
culture of risk awareness and disciplined and informed risk 
taking  



Zurich’s Asset-Based to Risk-Based Approach 

Asset-based approach is when 
company’s target capital calculation 

is measured against assets 

Risk-based approach factors in 
actual risk to assets 

Risk based capital helps determine 
how much capital is sufficient to 

meet business obligations 



Zurich Business Unit Example 

Risk capital not consumed was able to fund profitable growth 

In the following year, the unit had an additional 28.9% reduction in 
operational risk capital consumption 

A reduction of 21.7% in operational risk-based capital consumption 

Developed measures to reduce risk exposures 

Performed deeper assessment  

Business unit identified areas of high-risk exposure 

Using A Risk-Based Approach 



Tools Used in Zurich’s ERM Program 

Total Risk Profiling tool is used 
to define underlying issues of a 
risk scenario and break them 

into components of vulnerability, 
trigger, and consequence 

Zurich Risk Room is a tool that 
provides a global overview of 

risks at a given point in time and 
allows for simulations that can 
assist companies with scenario 

planning 



Examples of Value Creation Using ERM 

Successful Mergers 
and Acquisitions 

Reduced Customer 
Risks 

Business Resiliency 

New Product 
Launches 



Reducing Volatility at Safeway 

Risk 
Based 

Advantage 

Well-managed 
risk events 

Great 
consistency 

Higher ROI 

Lower cost of 
capital 

Higher market 
to book value 

Reinforcement 
of approach 
and culture 



More In-Depth Risk Assessments 

Reasons 

Shareholders 
demand that 
management 
adequately 
identify all 

material risks 
facing the 

organization 

Auditing 
protocols are 
beginning to 

require 
organizations 
to report risks 
in a forward 

looking 
context 

Market 
analysts are 
demanding 

that 
corporate 

management 
strengthen 
their risk 

disclosure 
capabilities 

Financial and 
operational 
managers 

are 
increasingly 
being held 

accountable 
for managing 

their 
operations 

and risks on 
a “portfolio 

basis” 

Failure to 
anticipate, 

analyze and 
possibly 

exploit risk 
opportunity 
could place 

the company 
at a strategic 
disadvantage 



Safeway Asked These Questions 

What are the material risks to the organization? 

How does the corporation reduce the volatility of risk? 

Are the types of internal risk mitigation techniques 
appropriate to the risks the organization faces? 

What is the economic value of risk transfer vs. risk 
assumption / exploitation upon shareholder value? 

How are our risks exploitable to create a competititve 
advantage? 



Developing a Risk Portfolio at Safeway 

Highlight significant or material risks using a 
structured and auditable process 

Identify risk interdependencies/clusters 

Establish baseline financial estimates of 
probable loss utilizing a variety of actuarial 
and financial modeling methods 

Assist in setting operational contingency 
plans to reduce the impact of catastrophic 
loss 

Establish a new and more comprehensive 
risk management discipline within the 
organization 



Tools Used in Safeway’s ERM Program 

Robust analytics allows them 
to examine risks at high 
confidence intervals 

Use of an Efficient Frontier 
model to show risk/reward 
relationship 

Examining risk/reward 
tradeoffs between risk profile 
and countermeasures 



Example of Reducing Volatility at Safeway 

Goal is to 
generate 
significant 

cost 
savings on 
operational 

side of 
retail 

Action plan 
is to reduce 

workers 
comp 
claims 

Risk of 
worker 

injury is a 
driver of 

other forms 
of risk  

Safety 
program 
designed 

around Key 
Performance 

Indicators 

Program 
monitors 

targets for 
frequency 

and 
severity of 

safety 
issues 

Managers at 
each store 

are awarded 
P&L benefits 

based on 
performance 



LEGO Adds Strategic Risk to ERM Program 

In 2006, LEGO added strategic risk to ERM portfolio which 
is a key to increasing the value of ERM in the organization 

In 2008, LEGO introduced Monte Carlo Simulation to ERM 
process to help with budget simulation, credit risk portfolio, 
and consolidation of risk exposures 

Risk assessment of business projects are used to handle 
both risks and opportunities 

Preparing for uncertainty by defining and testing strategy is 
done in observation of world trends 



World Trends That Impact Strategy 

More of the Same  

Brave New World 

Cut-Throat Competition 

Murphy’s Law 



PAPA Model Used at LEGO 

PARK 

Slow things that 
have a low 

probability of 
happening. 

ADAPT 

Slow things that 
they know will 
happen or are 
highly likely to 

happen. 

PREPARE 

Things that have a 
low probability of 
happening, but if 

they do they 
materialize fast. 

ACT 

Things that have a 
high probability 
and fast moving 
things that need 

action now. 



Return on Investment at LEGO 

In 2004, they were in dire straits and had a 
negative return on sales of 15% 

20% average growth from 2006-2010 in a 
market that historically grows between 2% and 

3% a year 

Grown from 17% return on sales to 31% return 
on sales in 2010 



Lessons Learned at LEGO 

Monte Carlo 
Simulation has 
shown what the 
uncertainty is 

Understanding their 
risk appetite has 
shown how much 

risk they can afford 
to take 

The benefit of these 
two concepts has 

lead to bigger supply 
chain investments 
that have achieved 

bigger growth 



University of California Cost of Risk 

Reduced their Cost of Risk by almost $ 500 
million since 2004. 

Total Cost of Risk has decreased from $18.46 
per $1,000 operating budget in 2003-2004 to 
$13.31 in 2010-201. 

S&P gave them a higher rating and a .1% 
decrease in interest rates on their debt load 
which represents about $10 million in savings. 

 

 

 

 

 

Each year 
University of 
California holds 
an Annual ERM 
Summit  
focused on their 
continuous effort 
in improving 
their ERM 
program by 
reducing their 
Cost of Risk. 

 

Case Study: University of California 



UC Defines Cost of Risk 

Quantitative 
measurement of total 

costs ( losses, risk 
control costs, 

financing costs, and 
administration costs) 

Provides comparison 
to determine if costs 

are increasing, 
decreasing or 

remaining constant 

Cost of Risk can be 
broken down to each 

business unit 



ERM Tools Used at University of California 

ERMIS includes risk assessments, risk 
maturity work plan, and ERM maturity 

model 

Website includes root cause analysis 
tool and a crisis management tool 

ERMIS dashboard reports are used by 
individual users and groups 



Risk = Opportunity 

Reducing 
Cost of Risk 
allows the 

University to 
take on new 
opportunities 

Managing risk 
strategically 

ensures 
optimum 
outcomes 

Developing 
tools that 
address 

broad array of 
risks 

ERM best 
practices 

have to be 
sustainable 
and ongoing 
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