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Agenda

1. The global dimension of risk

2. The rationale for strategic Enterprise Risk Management

3. Supply chain risk management in construction

4. Q&A
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What is Supply Chain Management?

Linkage of companies that turns a series of materials, products or services 

into a finished product for a client

Members of the supply chain include the Client, Architect / Engineers, CM, 

Subcontractors and Suppliers

Managing links can protect profitability from breaks in the chain!
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Natural and man-made CATs increasing

Source: Centre for Research on the Epidemiology of Disasters
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Global Risk Assessment Module and WEF
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Environmental Geopolitical Societal Technological

Climate change Terrorism Pandemics Breakdown of CII

Loss of fresh water Collapse of NPT
Infectious 

diseases
Nanotechnology

Desertification US/Iran conflict Chronic diseases

Earthquakes US/DPRK conflict Liability regimes

Inland flooding Afghanistan instability

Cyclone
Transnational crime 

and corruption

Israel-Palestine 

conflict

Violence in Iraq

Economic

Food price volatility

Oil / gas price spike

Major fall in US$

Chinese hard landing

Fiscal crises

Asset price collapse

Retrenchment 

from globalization

Source: Global Risks Report 2009 / Zurich

Increased risk

Unchanged risk

Decreased risk

Global risks are here to stay…

The global landscape has become riskier
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Agenda

1. The global dimension of risk

2. Rationale for strategic Enterprise Risk Management

3. Supply chain risk management in construction

4. Q&A
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What are the benefits of ERM?

Studies show that a strong ERM program is a factor in increasing 

revenue and shareholder value

The incorporation of a sophisticated risk management program yields 

increased resilience and agility:

80% increased management accountability (shareholder confidence)

79% smoother governance practices

59% increased profitability

62% reduced earnings volatility (less volatility)

86% better informed decisions (learn from risk info. and mistakes)

Source: 2005 study by The Conference Board
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The Imperative for SC Risk Management

“Executives believe they face growing risks from disruptions to their 
supply chains – yet many are unprepared to manage those Risks”

Almost two-thirds of respondents to McKinsey‟s latest global survey 
(Supply Chain Risk) say the risks to their supply chain have increased 
over the past five years.

Significant number of executives say their company doesn‟t spend 
enough time or resources on mitigating risk.

Nearly 1/4 say their company does no formal risk assessment, and 
almost half lack company-wide standards to help mitigate risk 

Source: McKinsey Quarterly
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Executives survey of supply chain 
risks

AMR Research

Supply Failure

28%

Strategic Risk

17%

Natural Disaster

15%

Geo Political Event

11%

Regulatory Risk

11%

Logistics Failure

10%

Intellectual Failure

7%

Other

1%
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1. Damage to reputation

2. Business interruption

3. Third party liability

4. Distribution or supply chain failure

5. Market environment

6. Regulatory/legislative changes

7. Failure to attract or retain staff

8. Market risk (financial)

9. Physical damage

10.Merger/acquisition/restructuring and failure 

of disaster recovery plan

Supply chain risks and their importance
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Internal and external influences

Increased 

need for 

partnership

Supply 

market shift

Geopolitical 

events

Just in 

time 

manufacturing

Increased 

complexity

Competitive

environment

Single 

sourcing

Supply Chain

Internal

External
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CEOs cite supply issues for bad 
results

Chief Executives mention of 

supply chain incidents

370

565

715 737 787

0

200

400

600

800

1000

2003 2004 2005 2006 2007

Year

N
o
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f 
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c
id

e
n

ts

Incidents

Source: FD Wire  (sample size 12,000)
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Preparation

Initial Impact

First Response

Disruptive

Event

Time of

Full Impact

Preparation

for Recovery

Recovery

Long Term

Impact

Time

P
e
rfo

rm
a
n
c
e

Source: Yossi Sheffi & James B. Rice Jr., MIT SLOAN MANAGEMENT REVIEW, 2005

Approx 20%

Impact of disruption on share value
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Poor huge impacts with long recovery 

times
Company Supply Chain Risk Area Impact

 Ericsson Single source of supply for 

critical manufacturing 

element

- Loss of $400 million in sales after fire at 

microchip supplier plant and subsequent 

loss of business line

 Airbus Design and production delay - 2 year delay leading to pay delay 

penalties demanded by customers 

- $1.1 billion was paid as of July 2008

 Sony Manufacturing issues at plant 

producing key system 

component

- 3-month delay in European PS3 launch

- Reduction of forecasted units shipped 

from 4 million to 2 million in 2006

- Reduction in profit targets from $130 

billion yen to $80 billion yen

 Chevron Platform and rig delivery 

behind schedule

- Delay the start of a 2.8 billion $ oil project 

in Brazil by three months 

Source: IBM Global Business Solutions
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Examples of supply chain incidents

A fire at the LG Chemical plant in 

South Korea has contributed to a 

shortage of notebook computer 

batteries and is slowing growth in the 

emerging market segment for ultra 

low-cost notebook computers and 

ultra-mobile personal computers.

ft.com, March 2008

USA Today, July 2007

Earthquake damage to a Japanese 

factory supplying piston rings to 8 of 

the 12 Japanese car manufacturers 

disrupts production.

The LA Times, May 2002

The shutdown of the West Coast 

ports due to the dockworkers strike 

caused, amongst other disruptions, a 

major automobile plant to be idle 

while parts were flown over.
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Externally driven events

Internally driven events

Suppliers

Updated 
value chain

New business 
practices

Customers

New 
government 
regulations

Supply 

market 

shift

Geopolitical 

events & 

natural 

disasters

Emerging 

competitors/ 

products

Shift in 

market 

behavior

Unexpected 

sales 

demand

Product 

quality issue

Internal 

reorganization

New corporate 
strategy

New product 
technologies

Source: Hewlitt Packard

Exposures to supply chain integrity
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Many possible disruption scenarios

Supplier insolvency

Geo-political risks 

Transport failures 

Physical damage (from fire, 

flood, earthquake, windstorm)

Failure of utilities, 

communications systems or fuel 

supplies

Delays in supply (manufacturing 

production problem)

Difficulty obtaining raw materials 

or components

Problems with supplier‟s suppliers

Supplier staff illness or strikes

Cyber risks, virus etc at the 

supplier

Restriction / denial of access to 

supplier‟s premises

Issues with sourcing alternative 

supplies

Port closures
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Supply chains and BCM are complex 

challenges for risk management

Global sourcing

Suppliers with 50% 

to 100% revenue 

from same OEM*

Move to outsourced 

manufacturing

Financial viability

Global manufacturing and capacity constraints

Distributed information

Increased Product Complexity

Changing 

customer 

tastes

Volatile 

demand 

patterns

Customers 

pricing power

Supplier Customer

Manufacturer

Geopolitical instability

Natural disasters

Technology security

Environment

* Original Equipment 

Manufacturer
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Quick survey

Do you have regular meetings to discuss your supply chain risks 

with your Supply Chain Director, Finance Director, etc?

Is risk management integrated into your supply chain 

management process?

Do you know the strategic suppliers that are critical to the 

business‟ success ….and the profit impact they can have?

Source: Protecting Profitability if the chain breaks; the strategic risk manager 

Zurich Risk Insight, 2009
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The impact on overall performance

Probability of disruption is great in an economic environment

The impact of failure is also rising

Executives will point the finger if an incident arises

supply chain should be a key part of Enterprise Risk Management

McKinsey‟s top 1/3 performers in supply chain risk management:

1/4 better service

1.7 cost

2.7 inventory days
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Sales & Marketing

High customer service

Inventory
Customer 

Service Total costs

Short lead times

Low warehousing costs

Low transportation costs

Reduced inventories

Reduced labor costs

Desired results

Functional objectives

Pressures and conflicts in risk 
assessment

Finance
Production 

Purchasing
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Agenda

1. The global dimension of risk

2. The rationale for strategic Enterprise Risk Management

3. Supply chain risk management in construction

4. Q&A
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Identify risks and exposures associated with key supplies/suppliers and 

procurement management controls

Conduct assessment through a series of interviews and workshops 

Involving managers with a role (direct or indirect) in supply chain risk 

management, e.g. procurement, logistics, product development, 

commercial/contracts, security, finance, IT systems, business continuity

Evaluate scenario-based financial impact of disruption

Helps customer define limits and forms basis for insurance 

Supply chain assessment
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Assessing supplier insolvency

Ensure accounts payable links to observe any changes in behavior

Be aware of supplier not meeting lead times or quality deteriorating

Capex plans

Talk to sub-tier suppliers

Listen to suppliers‟ sales reps

Monitor online news feeds

Is a large part of business in depressed industries? 

Eg. Automotive – need to watch for the „ripple effect‟

Instead of just D&B also use Fitch and Moody‟s predictive ratings



©
 Z

u
ri

c
h

 S
e

rv
ic

e
s
 C

o
rp

o
ra

ti
o

n

26

Supply Chain weak links

Poorly

Maint Equip

Inadequate

Surety / Ins

Cyber Risks

H1N1

Poor Sub
Pre-qual

Unavailable

Credit

Poor Project
Selection

Delays
in Supply

Transport
Failures

Geo
Political

Supplier
Insolvency

Weak

Links
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Supply Chain Management

Supplies /

Equipment

Surety / Ins

Technology

Storage / 

Transport

Sub
Pre-qual

Available

Credit

Owner

Contract 
Type

Design

Green
Construction

Lean

Supply 

Chain
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Supply Chain Risk Management 
planning

Communication

Owner and A/E Relationship

Project and Market Evaluation

Subcontractor Prequalification

Project staffing

Training

Schedule coordination

Safety Coordination and 

Planning

Supplier relationships

Supply/Equipment 

Management

Contingency Planning

Disaster Recovery Plan

Insurance/Surety Products
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Agenda

1. The global dimension of risk

2. The rationale for strategic Enterprise Risk Management

3. Supply chain risk management in construction

4. Q&A
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Thank you! 

Understanding our risks around your world

Donald Naber, Gilbane

VP, Director of Risk Management

Linda Conrad, Zurich Services Corp

Director, Strategic Business Risk
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© 2010 Zurich Insurance Company. All rights reserved. 

The information in this publication and presentation was compiled by Zurich Insurance Company from 
sources believed to be reliable.  Further, all sample policies and procedures herein should serve as a 
guideline which you can use to create your own policies and procedures.  We trust that you will customize 
these samples to reflect your own operations and believe that these samples may serve as a helpful 
platform for this endeavor.  Any and all information contained herein is not intended to constitute legal 
advice and accordingly, you should consult with your own attorneys when developing programs and policies.  
We do not guarantee the accuracy of this information or any results and further assume no liability in 
connection with this publication and presentation and sample policies and procedures, including any 
information, methods or safety suggestions contained herein.  Moreover, Zurich Insurance Company 
reminds you that this cannot be assumed to contain every acceptable safety and compliance procedure or 
that additional procedures might not be appropriate under the circumstances.  The subject matter of this 
publication and presentation is not tied to any specific insurance product nor will adopting these policies and 
procedures ensure coverage under any insurance policy.


