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B Excellence in Risk Management Survey - 2008

Top Exposures Risk Profile Risk Appetite

35% 429 B Agree

56% 61% 56%
Can't Agree
65%
58%

44% 39% 0% 44% i
2007 2008 2007 2008 2007 2008

Q6a/b/c. To what extent do you agree or disagree with the following statement?
Base: Total Respondents



Last year, 25% of firms agreed with all three
ratings agency statements—this year it climbed
to 34%

Agree with All Three Statements

—

My firm's senior management
knows where the top
exposures are, both in terms of
measured risks and
unmeasurable uncertainties

2007

7

2008

\

My firm's senior management
understands the company's risk
profile and the mitigation
strategies being used to
manage its major risks

e

My firm's senior management
knows how much it is willing to
lose from all sources of risk
over a selected time horizon in
order to achieve its overall

long-term financial objectives




. Driving Forces for ERM

Increasing need for
financial disclosure and

BOARD OF DIRECTORS ;
regulatory compliance

Demanding more accountability
in risk reporting; more forward-
looking view to risk

AUDITORS ORGANIZATION
Requiring enhanced
management of
operational risks;

S&P; FAA; SMS
Expecting management
adequately identify all material STAKEHOLDERS
risks impacting cash flow,
capital & mission

REGULATORS




. Enterprise Risk Management

What is ERM?

A structured, consistent and continuous risk management process that is
applied across the entire organization that brings value by:

O Proactively identifying, assessing, and prioritizing material risks
O Developing and deploying effective mitigation strategies
a Aligning with strategic objectives and business processes
O Embedding key components into the organization’s culture:
+ Risk ownership, governance and oversight
+ Reporting and communications

+ Leveraging technology and tools



. Enterprise Risk Management Framework

Identify & Assess

Identification and assessment of all risks
with prioritization to provide rank order
understanding

Planning & Management

Detailed analysis of the identified risks
with evaluation of the root causes and
ability to manage

Measure, Monitor & Report

Assess net risk position and provide data
to management and team members on a
continuous basis

Supporting Framework

Risk Based Culture

Risk appetite, tolerance, alignment with perfomance incentive plans and ongoing education

Technology & Systems

Means and methods of managing the ERM process

Policies & Procedures

Consistent communication about a sustainable ERM process across the organization

Governance & Compliance
Leveraging and integrating the ERM process

Operational Compliance SOX Compliance Regulatory Compliance




. Sample Risk Map

ngh . Airline

Concentration
Compliance
Fuel Supply

Inclement
Weather
Employee
Recruitment and
Retention

Security

Labor Negotiations

Cash Flow
Management

Airport Expansion

Impact

Baggage Systems
(Technology)

Environmental/
Noise Pollution

Debt/Interest Rate
Changes

Disaster Recovery

will determine specific impact ratings

Selected Impact criteria (e.g., Revenue Loss, Reputation)

Low Likelihood High

Selected Time Period (e.g., 1 year, 3-5 years) determines specific likelihood
ratings
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. Understanding a Risk Map

1

High }

Identify &
Assess

\ = Lower likelihood, but could
\ have significant adverse
\ impact on business
\ objectives
\
\
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Q \\ Important Risks
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N
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Secondary Risks N oceur
orrec o N = Consider cost/benefit trade-offs
= Significant monitoring not necessary ™~ = Reassess often to adapt to changing
unless change in classification ~~ conditions
occurs ~—_
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Low . High
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. The Risk Response Path

Planning &
. Management
Risk

Response
Strategies

Mitigate,

g then Transfer

Organizational
solutions
(Enhance management
processes to better
manage risk)

Risk management

and mitigation

v v v \

v v

CETpIIEL Insurance Hybrid

Markets




. ERM Process Outcomes

= |[mproved strategic planning process and capital allocation
= Acceptable approach measuring risks

= Better decision making relative to risks assumed

= Effective critical event response

= Improved competitive position

= Continued rating agency confidence

= Satisfied governance relative to need for risk information
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For Further Discussions, Please Contact:

Lisa S. Kremer
Senior Vice President

Enterprise Risk Services & Solutions
Marsh Risk Consulting

o4 telephone: 415.743.8349
\\ ® e-mail: lisa.s.kremer@marsh.com
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