Figure 3.1 Herman Map of North America, 1712



SRM: Value Creation

ERM: Value Preservation

Compliance Avoidance Insurance | Slack Information = Debate Anticipate
Definition/ | Meet Eliminate Mitigate/ Provide Higher Robust Proactively
Description | regulatory | risk Eliminate  resource quality debate, new | consider
obligations | categories | downside  cushion information | perspectives | opportunities
for decisions
Value | Not Avoid loss | Reduce Quickly Depth/ Breadth of Exploit
through | Compound | events impactof  deploy accuracy/ perspectives/ | opportunities/
Loss loss events  slack completeness| alternatives | first mover

of decisions | indecisions | advantages

Figure 3.2: How ERM and SRM create value
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Figure 4.1 The Strategic Uncertainty Frontier. Adapted from The Strategy Paradox,
Michael Raynor, 2007



Perspectives

Office of the
Chief Risk
Officer

Office of the
Chief Strategy
Officer

Table 4.1:

Downside Risks
of Strategy

“What’s the worst
that could happen?”

Upside Risks
of Strategy

“What’s the best that
could happen?”

Downside Risks
of Strategy

“What will keep it
from working?”

Upside Risks
of Strategy

“What do we need to
make it work?”

Inability to identify
and mitigate
downside

* Brand damage
* New correlations
* Known/unknown

Correctly perceive
and realize
opportunity

 Brand extension
* New correlations
* Known/unknown

Gaps and delays
in risk data

* Inadequate
modeling

* Decision-making
biases

Knowledge of
opportunity
evolution/timing
¢ Brand creation

¢ New correlations
¢ Unknowns become

unknowns unknowns * Failure to knowns
communicate
¢ Unknowns become
knowns
Competitive Quantum shift Ease of replication Create barriers
;a):\rll;\r(‘;;;) ::1 sgr;;;zztlve « Faulty execution to imitation
* Market timing * Capital
 Suboptimal choice | © Optimal choices © Lack of resources investments
 Opportunity costs | e Exercise strategic | ® Poor competitive e Knowledge and
* Unacceptable options intelligence learning
return on * Solid return on o Excellent market
investment investment knowledge

The Complementary Roles of the Chief Risk Officer and the Chief Strategy Officer
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Figure 5.1 SRM and the Risk Function




Macro-Level Forces

programming

central to American
life

Political Economic Social Technological
The advent of United States The decline of the Sports, both Satellite transmis-
ESPN begins deregulating | age of mass market | participation and sion technology
cable (1972) goods and the rise programming, brings content to
to allow more of segmentation becoming more geographically

dispersed cable
providers

Disney’s Florida
land purchase

Local and state
regulatory agencies
grant Disney
development rights

The reality that
development
causes land to
appreciate in value
over time

Increasing willing-
ness of individuals
and families to
travel to destina-
tion resorts

Technological chal-
lenges involved in
water management,
power provision,
and construction

Apple’s Newton
and mobile
computing

Laissez-faire

policy regimes
toward electronic
innovation and new
technology

Moore’s Law—the
cost of complex
computing
operations falls at a
predictable rate

Growing
demographic of
computer literate/
electronically
“native” people.
Preferences for
miniaturization

Moore’s Law—
increasing technical
capabilities in
chipsets fuels more
complex computing

Figure 5.1: A PEST Analysis of Three Weak Signals
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Figure 5.2 The Strategic Uncertainty Map
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Mobile becomes computing

STAR TREK TRICORDERS

® Desktops for many tasks

® Mobile devices have moderate
capacity, use limited by
income and affordability

Connectivity

MOBILE MANIA

® PCs relegated to minor role

* Mobile devices with advanced
functionality, used by very large
audiences

Connectivity

Expensive

PC PARADISE

® Desktops dominate computing

* Expensive mobile devices
limited to rich or business
applications

Cheap

COMPUTING CONFUSION

e Desktops are the major platform

e Cheap mobile devices have limited
capacity &utility, but large audiences

Mobile complements computing

Figure 6.2 Potential scenarios in mobile computing, ca 1996-8



Finance/Accounting

Corporate Product
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M &A) 3+years M&A)
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Chain

Marketing

Figure 6.3 The Risk Ownership Map
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Figure 7.1 The impact of changes in the automobile (Short and Long Term)
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Figure 8.1 The 7 S Model



Strategy

Long Term

CORE STRATEGY DOCUMENTS

e Strategic Plans

o Strategic Risk Capacity Statement
e 7S and Cultural Alignment

STRATEGIC UNCERTAINTY TOOLS
e Strategic Uncertainty Map

e Future Scenarios

e Wargame Results

STRATEGY EXECUTION REPORTS
* TRM and Insurance Review

e ERM and Compliance Reporting

® Risk Appetite Statements

\%

RISK OWNERSHIP MAP

o Action Plans/ Responsibilities

¢ Budgets/ Capital and Operating

o Upcoming Actions (e.g., new
products, M & A)

Short Term

Figure 8.2 The Strategic Risk Reporting Matrix

Risk
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Figure A.1 The Company Diamond



The “Industry View”

NAICS Sector—Simplified

Natural Basic Manuf . Wholesale Retail . Financial Education & Erﬁ;trstasi‘n- Food &
Resources  Industries Manufacturing g5 4o Trade  Information  genices  Health Care men Lodging
I | | | [
Consumer Films and Disney Theme Park  Theme Park
Products Networks Interactive  Attractions Hotels

Disney Business

The “Job to be Done” View

Sm.erll, T;ste, Consumer Theme Parks
ouc Products and Resorts
Engagement— .
Primary Type of Disney
Experience Magic
Media Studio
Entertainment
Sight, Networ!(s Interactive
Sound Interactive
At Home Out of Home

Venue—
Where the Experience Happens

Figure A.2 Where Disney Competes



Risk Scenario

Quantitative Key Performance
Indicator

Quantitative Key Risk Indicator

Loss exposure that threatens cash
flow forR & D

Loss exposure to pretax operating
should range from $10 million to
$60 million

Sales declines of greater than 4%
in any given quarter.

Scale and scope

Five major sales customers for
each line of business

A single customer will account for
no more than 10% of total sales

Environmental sustainability

Reduce energy usage by 40%

Energy costs increase by 5%

Table B.1: Quantitative Dimensions of Risk Appetite




Risk Scenario

Qualitative Key Performance
Indicators

Qualitative Key Risk Indicators

Brand equity

Customer focus group results
indicate strong emotional connec-
tion with the brand

Delays in product shipments or
stock-outs during critical sales
windows

Brand proliferation

Customers understand brand
extensions and logic

New products create confusion
and dissipate brand messages in
focus group participants

Brand crises

Public relations or media coverage
negative of the brand

Internal training and public
relations proactivity and timing
around negative events

Table B.2: Qualitative Dimensions of Risk Appetite






