CONFERENCE

PRESENTS

— up at night
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Robert Patzelt, Q.C.

— September 14, 2009

—— e St.John’s

-~ In the great province of Newfoundland and Labrador
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RISKEISE #aa_mggl’-—r ol

—— s — i e

- rJAJgnzef adl level of competltlon
- %om oa e of change
> De_,r. _, mg apility to predict

.-_-_,

= );;@' ational related impact

— --f Technology social, political, competition, etc.

e
—
-~

—
=
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MEKAS Broaden, -

—— — — —

> Lagalf egulatory”
o ShElfar gr and stakeholder relations

- l\/lrmr.f Ents responsibility including
= fo etltlon

T — Health , safety & environment

= J;“Froduct development
-~ = Fraud

— Reputation

— And the age old financial aspects of running an
organization

(c) Robert Patzelt 2009
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= - —
SINES Has;@'aﬁged} —

> Jriieiglejiglle assets are a major source of
Ifle regn:- ‘risk and' complexity.

Mlitangible assets (Blair and Kochan 2000)

ﬁ % of corporate value in 1979

___— 590% by end of 1998
_-,.: e Cannot wait for the world to unfold
= Admiral Grace Murray — “4 ship in port IS
safe, burt that’s not what ships are built

for.”

_'._,._.-i—-
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EVoIltIoN of-Risk Manage

e Present day

SRSisiercal risks:

— Hrgoerr ~-"'*hablllty, etc. — Non-traditionall risks
— Jeog,f ental analysis — New causes ofi risk
= Ve 1] gement In silos — Organizational wide

Involvement

: = — Senior management
= and board involvement

S — Risk indicators

(c) Robert Patzelt 2009




\/OJILEG e -4,:"

—

- Lziie Ueﬁ Royal Dutch Shell started to
cle /ebr ' “scenarios”

rlelge them react more quickly to 1973
| -:—Ol:fi"h 5i5 (OPEC oil embargo)

= Strateglc risk Is any unintended event or
conditions that s/ignificantly reduces your
apility to implement the business
Cligzliclo)%

(c) Robert Patzelt 2009
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REIVIC agem@t-is Emiﬂ?':"

SlIeividtial hazarnds: Enterprise wide view
$ FOCUS C Eéll risks o Focus on critical risks
£ RISK N |gat|on e Risk optimization

= RISl 5Wlth no owners e Defined responsibility

'|—-—

Tsk limits e Risk strategy
-_’::- PHazard identification  * Monitor & measure
e Risk is not 19)Y e Everyone’s
responsibility responsibility

(c) Robert Patzelt 2009
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SO LICTION
lreie f‘" 9
Eure (U
fror
SICENN! epnon

J R@ ase Ol dot-com

C e

et
(U
20)

F}. = _fﬂhon)

= Monthly avg. crude
domestic ol from
— June 08 - $122.64
— Dec 08 - $32.94

— June 09 - $61.46

aSe You Don t Thi
vvorlcj

ed the USD! for
B devalued 50%
1) Euro up 90%

=l ubble (wiped out $5

-

o ——

Euro — Ubprime mortgage
market collapses
(California — housing
prices dropping $3k per

week)
e S&P Price Earnings Ratio

46 In 2000 vs. historical
average of 15

e Mercer study of S&P 1500
companies — go from a
$60 billion surplus in
2007 to $409 billion
deficit by end of 2008

(c) Robert Patzelt 2009
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SYASTUC
RJD: S at M _

Sticle e Creases and decreases In
Srlelf r der value and the implications for

AE(‘ . ___.

(D

)

'_|_ ——

/JJ chance of a positive shareholder
~ Value shift > 30% in 5 year period

~  40% chance of negative shift
 No pattern for timing of events

_—
_-—."
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e
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SBNAStudy contid- e

Z/er0li+/= Value shifts are strategic
Nt e ratlonal or financial and hence no

-_r——

emgu Eering or financial iInstrument to

-;1.': s of negative shifts

S— —
—

_‘_% ~— Failure to adapt to changing business
- environment

— Customer mismanagement
— Poor Investor relations

i

(c) Robert Patzelt 2009




NBia=or Profit & NGO's

Talrlgs reﬁmﬁe{eh; =

) / y

— EAO:‘LF'

—— -—

— l\/IQﬁ' régulatlon and self-regulation
: -mwsmn of Information

.H.' --i'_.. _—

= J__:.—Strateglc alliances (M&A In my world)

.

=

— —

.-z_._—-—

- — Revenue issues (user pay, dues, non-dues,
grants, etc.)

(c) Robert Patzelt 2009




NISI® rme _&_ﬂt d

o Pasl ra\ 'tUdyf kéy ISSUes
— /5/0 Jr ateglc planning challenges

/5 Jo) onfllctlng volunteer-staff/leadership
a:llenges

_-"_—-h-

= -70% deficient member needs assessment
I'i;';"?";(customer disconnect)

- — 75% Iinsufficient crisis management plans

(c) Robert Patzelt 2009



s The vem.—r U ar is different but it all comes
rJovvn
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SOIIIE g-—T _é'm k«A‘bﬁm’:"

—

- \/\/r e 51 youl act (or not) is as dependent
o] _obablllty that you are right but
rrJJe ' the consequences if you are wrong

_ J_L:.\T | are comfortable, be concerned

= Jﬂ\nythlng can happen, we cannot know
~ with certainty the future

(c) Robert Patzelt 2009
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e .

B

Welcomesdio Theshepl0

Not in order — there IS no order anymore!
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Reputational Risk
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‘to build arept tation anc

“five minutes to

ruin it.

.a out that, you'll do things differently.

Warren Buffett

Publilius Syrus, 1st century, B.C.

(c) Robert Patzelt 2009




AWIIIYAter Cliange!
- ]\/lflﬂc'J*—‘fﬂ" quallty
D] oru—rrﬂr focus

Asset Usage
o Financial stability
e [nvestment value

- Jegfy finnovation e Customer loyalty &

__ eefr:-) key personnel

= AT Fty-to ‘develop and satisfaction

e Product/service quality

= Well-being of employees = Community &

-« Profitability
e [egal compliance

environmental
friendliness

e Corporate citizenship

(c) Robert Patzelt 2009



Vighiia Stewart

Jc'ﬂc‘d]gf Red Cross — tainted blood
> E @Y, aldez

2R Bmﬂ

-l-l-_._—

__ o' Lead products — China

.—-_....—-—

"Enron
e Jexaco + racial discrimination
o \Weapons of mass destruction

(c) Robert Patzelt 2009



ed|Brands 2009:

1’'S' Diges _aﬂadq--.-

Ed

Sy
-
2 .
-
; !
- AL
o —_
— e - m

=

=
i
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2002 study of 800’ CEOs — majority believe
OS] Jf portant outcome of positive
reouga [IGN IS Increase Iin sales

_J__ *companles In Dow Jones Sustainability
ndex outperformed other global indexes
*from 2000 to 2003

e 500 largest US companies on Business
Week 1000 with defined commitment to
ethical principles outperformed their peers

|| L“ -f“ltllll'.
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KEVIlIE Jackson — author of Building
IRED J//[E,/* lana/ capital

_ S annual [oss of reputational capital to
> w rparaz‘/ons from unscrupulous conauct

,Exceea’s the combined profits of the top 40
= f_ _ corporations in the United States.”

"« 70% of consumers said that if price and
guality are equal — will likely switch to a
brand tied to a good cause.

(c) Robert Patzelt 2009
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ASKEYourselt

-

SeWAgood is your brand and reputation?

1
E ———

sWhiat are you doing to build or protect it?

__—’:'f__'nh-'- .:._..'_'E"\- -

e s D
= - e T = o
- ™ i R i
il e -

- — - - i - =
e —

— -

S

— it
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Environment and the Green Agenda

(c) Robert Patzelt 2009
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=) \/Jru Eﬂtgj,_l_;dexee";"

AOW, part ofi Socio- -economic
F and policy planning

eylndexes
= |ronmental Sustainability Index (ESI)
,_.._ anV|ronmentaI Performance Index (EPI)
— Wellbeing Index (Prescott-Allen)
— Dashboard of Sustainability
— Genuine Progress Indicator (GPI)

—

e
— il

(c) Robert Patzelt 2009
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oexes contd, -

- P o —— : 4 —

—

S Jones Sustainabi ity Indexes
- _)JJJ ’orld
= DIS| STOXX

- =i
—

| Planet Index/Ecological Footprint

=i
5__;"‘ B 72nds of the World Resources Institute

il -

. -.|:|1 | ';.

=

-
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SIIVITGIIN ﬁ{j&g'ﬁ Tﬁeﬂ@ﬁ?

~ Peliiejele] porate social respon3|b|I|ty
oenr?e 1 advertising, PR and promotion

- ;

REQ L*"‘ d moving away from exaggeration

== = Credibility. issue and avoiding
_j —— Green spin
~ _ Greenwash
— Ecopornography

(c) Robert Patzelt 2009
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SOININOMo a\ValmartsiNear= Yol ™

_{ Walmart

Save money. Live better.

(c) Robert Patzelt 2009



e
-

——

e

Wallmart — Qstain%lé%

Jriclee

.

e

JulyE ‘io' aNNOUNCES SPI
% 1o qu ions for suppliers
o 4 Ka réas
= ,_m ergy and climate
= \laterial efficiency (reduce waste and enhance

—-—"u_-

= =f—quallty)

— Natural resources (high quality, responsibly
resources materials)

— People and community

- -

(c) Robert Patzelt 2009



Lo iave y oUl measured your corporate
JIeen g_use gas emissions?

Ha_v_7 opted to report your greenhouse gas
emissions to the Carbon Disclosure Project?

__._;_.;:h.-=-¥‘\f‘ at is your total annual greenhouse gas

i

= “emissions reported In the most recent year

._-

== -,,measured’?

-4. Have you set publicly available greenhouse gas
reduction targets? If yes, what are those
targets?

(c) Robert Patzelt 2009



I5¥@UEstions contd

Vierial EfflCle‘H@;v'r -

—— p— —

I ) eesu-' please report the totallamount of solid
WelSt e enerated firem the facilities that produce your
progiict(s) for Walmart for the most recent year
m,sh ’red

e you set publicly available solid waste reduction
= ?‘F gets? Ifi yes, what are those targets?

"lf ‘measured, please report total water use from
_: ~ facilities that produce your product(s) for Walmart for
the most recent year measured.

8. Have you set publicly available water use reduction
targets? If yes, what are those targets?

(c) Robert Patzelt 2009




tions cont'd __‘j—;—
Resour@s» =

rlruvf you establlshed puBblicly available
:mable purchasing guidelines for
/OIL direct suppliers that addresses

- IS5 sties; such as environmental

=C compliance, employment practices and
= ;--product/mgredlent safety?

_‘10. Have you obtained 3" party certifications
for any of the products that you sell to
Walmart?

—
-_'_
I'—-_
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150U tions contd o
2EGpleand CGH#nunlty =

INPRIDONOUKNOVW thE location’ of 100 percent of your
"a.c]J]"ﬂ:'j produce your preduct(s)?

IRBETOrE BEQinNING a business relationship with a

mru _ acturlng facility, do you evaluate the guality of,
clp Jof capacrcy for, production?

:".:‘_.:;;_—.i ?Gryou Aave a process for managing social compliance
at the manufacturing level?

= ; _14.. ~Do yourwork with your supply base to resolve issues
found during social compliance evaluations and also
document specific corrections and improvements?

15. Do you invest in community development activities in
the markets you source from and/or operate within?

(c) Robert Patzelt 2009
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=== You are not here merely to make a living. You are here in

'_'. 4:_-_ order to enable the world to live more amply, with greater

e = vision, with a finer spirit of hope and achievement. You are

~~  hereto enrich the world, and you impoverish yourself if you
forget the errand.”

-- Woodrow Wilson, 28t President of United States

(c) Robert Patzelt 2009
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Tre \/\ orld 1-3-F_—J@£ﬁd G@ﬁﬁﬁ?"

S Vnen we iy [0 pick OUL ar yth/ng '6)V4
sEliwe find it fhitched. to everyithing else
/// r/zﬂ%ﬁ Jniverse”, John Muir, My First
mer In the Sierra

== harter production runs
'-less Inventory and warehousing
o TOM

o JIT

(c) Robert Patzelt 2009



SARVVAIE Paper
- e p M —
LIzl Eviele the*/ cI o1 SUFp).

ENIEIIES O/ Share/m/der Valuer |
Y2617 838 supply chain glitches (1989-
1) ¢

-

Sl
spANreUL off Wall Street Journal/DJ News

/ hrdecrease in stock price on news
etting out

= 5% of stock market reactions were
= Fn_egatlve

- Pestruction of shareholder value ranged
from $129 to $145 million

» 838 glitches cost $107 to 120 billion

(c) Robert Patzelt 2009



NEXTHTC The:Mg,'ey J“."

SIEICIE osses can derail strategy and
growrn

y ngﬁw the long-term reputation of
—C—r :omers and investors

"

= More expensive to raise capital

—r

—_—

Loss of revenue from service contracts,
related purchases and add-ons

» Negative publicity — resource drain

(c) Robert Patzelt 2009



{IStomers 5 — 16%
Nature an %- d government — 4%

-_ . - E —r
—— . t‘-
-_-' - --l—.—
= "-T':'"‘_ -
- - g e e —
- ’ - - =
- -
- i -
— i ' - - —_—
- -. ar —
" _-__-'
— e el - -
— e
i -
E— - F
— - e
-
— -
— -
=il =
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_ - : —
lilting a Good Foundation

SYBLEIIC it approach for evaluation
Esponsive supplier qualification system
ROIIL ~aémd pPerformance-based supplier
5@}‘ 1on PrOCESS

_,_-ﬂ_'

@d performance criteria, measurement and
f-‘“ data collection

s Relationships that allow for information sharing,
collaboration and visibility

e Good use of technology (internet, real time)

-..-—-

(c) Robert Patzelt 2009



[r]€ ng_s’:l' ou Thlnkgrppl

ESHNOTL |n

hW|th

SV ECI el ISOLOPES!

— JJJOrIJ supply under pressure - Chalk River, Ont. -
fpitier 1 o therworld's supply is produced In Canada.

- r\JJr-'ﬁ'ﬁe
— = FE A and Hurricane Katrina

— e —

_:a—:-&. {,::“ﬁed Cross — tainted blood

— _--'-
_—I—-_ et ™ -
—

—
=
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~  __ "You have to think about 'big things' while you’re
' - ' doing small things,
' so that all the small things go in the right
direction." -- Alvin Toffler

(c) Robert Patzelt 2009
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EYTends . B

- (nrlrums emographlcs
® (onrrrnr 3 employees and outsourcing
e eneratlonal differences
—+B Faa boomer retirement

* 'Rlsmg health care costs

e \Work/life balance and work intensification
o Increase productivity

(c) Robert Patzelt 2009



rerW _
2008.€ Dbgl alll Resg Ince Rlsk

- Tog 9 el COMCern
— rrumg gt & succession planning — 65%
SEics ‘and tone at the top — 64%

o ;@gmatory compliance — 51%

: J__:.—Pay and: performance alignment — 45%
== = -Employee training and development - 41%

(c) Robert Patzelt 2009



Miovisie) rem_@g'de A

SENPEGIBIErSoNcE off Risk _——
— rmoJo/ee SHOTEOE

— Poop geife nce ‘

— rumove o

— lLack of f‘;jf amitment

~ Personal .' es — divorce, chronic iliness, accidental death

_': ";._._ ;
- JJU 5 & Assoc. — All Losses Have Human Element
o =P educt Lrability — e.g. improper design, claims handling
—— —-,B'&O — failed due diligence

— Employment practices liability: improper recruitment, poor training,

g

-~ harassment/discrimination, poor policy & procedure, mishandled

e — —_—

= ~ discipline, poor career management, disability and workers comp.

e People Are Critical in Handling Risk
— Need talent to solve problems
— Adaption, rapport, leadership, setting example
— People going the “extra mile”

(c) Robert Patzelt 2009
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e " A

== - Bu giétary Sk
-ﬂ-ﬁ—--'-@sk of prosecution
- = Employment law

(c) Robert Patzelt 2009
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e —— I

Tog 5__:,“ c @yﬂﬁgwsﬁ

AGE 0IScr . matlon

Hrrlljrl r;e

2 ECJL. ay

_._
F'_

___J SE) |scr|m|nat|on

——

_ j§ sablllty discrimination

\
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NEVADITE -i@ﬂ-;:_ ————

e —— I

SMVBVENTom managing assets to leading
oeoole _f?; ' |
shlp

munlcatlon

—--r"-

—_.I—_?—-'
s —

*ff:a.- = Qonfllct management, performance and
- evaluation

(c) Robert Patzelt 2009



i Clitice H-e,@;ee

IV IR Service mdustry

g (Drake & Watson Wyatt)
4& e 4105 public companies found that a well-

’cudy of 40 companies — top half in training
= expenditures had higher net sales and higher gross
~  profit/employee

- — “Invisible Advantage” (book) — 20% increase in
employee satisfaction can boost financial performance
more than 40%

(c) Robert Patzelt 2009
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SACOINPOSl jon of senior management &
govem.- ice bodies (diversity)

- Ne_r._; ployment creation and turnover
_eflts apove what Is legally mandated

il H
—_—

_|
e

.r-—_“%lear Org. goals, measures and matching
~ incentives

(c) Robert Patzelt 2009

- S

BENETiS mﬁ@atlon Iversity




—

| - - -
SIPIOYEE ﬁP@Wﬂ:_— —J - J-‘-;

I i

SIEEEOIM C  expression and tolerance of
Iriel] /JrJLr 1ty

- rrrn s mvestment

= TIAc tlves for employee volunteerism,
erdﬁcatlon and career development

— .-:_._—-—

~ = Continuous improvement of EHS

=

(c) Robert Patzelt 2009
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NEN rlﬁ. Eﬁ% ﬁ

e —— I

i &

- Talgpiiel P@‘""'
- \/\/omroref' retention
[ r‘”'% yee relations
c eensann

=

—-=-*--'What makes a “great place to work”

=

(c) Robert Patzelt 2009



Th1 J“"

3
=
e —
i, |

SEINE" a your greatest organlzatlonal
vvagrlrrr isinot money or assets but what is
cjolglef ‘up and down in the elevators —

— g

____JF UR PEOPLE

* YET — "HR is frequently not at the table or
— 'the drivers that affect the organization are
- not effective in influencing matching
erganizational change

_'—_.--
‘\.—

(c) Robert Patzelt 2009
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I Ar Not A Minion ©f Evil,
L Am Upper I|"'hh:lge-l-r-l'rr-l‘

—_—— Upper Management
numero cing (5)

(c) Robert Patzelt 2009



Crizigle)s

SREIIEIFSEPAELIONT Ol OWRETSNIP and control
— Mrnmrug rs now dominant actors ini decision making

— QWHH_{_‘\ — primarily supply of capital
- C w Jers widely distributed

— Cor phcates oversight and lead to potential for
= a-—@e uptlon

— —  Since 1980's

. T
—-—"u_-

~ e Rise of “cult of corrupt managers”

o - T
e —_—

-~ = General public distrust
S e Shareholder activism — agency challenges
e Stakeholders broadening

— Milton Friedman’s dictum not absolute — “#he business
Of bUSINESs IS business”

(c) Robert Patzelt 2009



rlay “l l e
Ceif) (ol FParadeTEnD

NEYWAT; "a'gement order

o0 to o] % off firm’s market value can be
1] e) ted 1o Intangibles like EHS

e 35 570! of institutional investors’ allocation
-'éIeCISlons are based on intangibles re EHS

"'- 81% of Global 500 execs rates EHS issues
In top 10 value drivers

"’

_'—_.--

g‘:‘

=
——
A=
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REPOTiNG '*aﬁgég_eou*ﬁit-abﬂﬁ:'

PGB0l the 100 Iargest global companies issue
J0ItS

‘ rep

eIF20011 487 companies reported
=107, in 1995
1990

fﬁ* 2’00 mutual funds run by 800 portfolio managers

‘dedicated to socially & environmentally
responsible investing

— $2 trillion which is over 10% of the 19.9 trillion under

management in the US
(c) Robert Patzelt 2009
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V) anax N eﬂLéQgI-RMJ*

SRS and senior management NOW
mvolvae

o Sif A t..—fe fand risk are interrelated with a
UJ_ S on objectives. Process is how you
 there

ﬁr
— RI\/I crosses the whole organization

- RM should reflect the organization’s
appetite for risk

» Reasonable assurance NOT certainty.

(c) Robert Patzelt 2009
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o

SRSHIAVEY/ o Global HR' Challenges

> Waorlel = eratlon of Personnel
Vi rlﬂslﬁ“ Assoclations

= ‘@' *TSSUES

== Leadershlp development

—-_. — Change management

-~ = Organizational effectiveness

_,.-

(c) Robert Patzelt 2009
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S Nt 2ot CSEELSy norw/

NOLEE '—‘.‘;’: -

le, leadership and people
TRUST

=== 3 ;garet Mead — “Never doubt that a small
— =gl ijp off thoughtful, committed citizens can
== j:hange the world; indeed, it's the only thing that

— ‘ever has.”

—_
=

e |s our leadership up to the challenge?

(c) Robert Patzelt 2009



?_;_“'_".{-—:.':; Change (Getting Faster)
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=eritiine. 50C
898, vs.

. Exxon Mobil

\/\/rrl J\/Irnrr'

_,J"C"ugroup
- 8. Altria
9. Boeing
10. AT&T

o L2 e 01 s L N

Wal-Mart
Chevron
Conoco Philips
€)=

€])Y/

Ford

AT&T

HP

10. Valero Energy

(c) Robert Patzelt 2009
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OV e -T—hjggs‘{_%haﬁge!":"

- Wiigghie vere littlethere was no Wal-Mart

- \/rllero ergy

Jn I O Valero was a regional energy company. with

tota assets just shy of $800 million, operations solely

= T-T‘:f exas and less than 1,600 employees on Its

,# payroll. Today, Valero has annual revenues of $119

_‘-"’-bllllon Including 16 refineries, six ethanol plants and
- approximately 5,800 retail and branded wholesale
locations across North America.

I l'

e —

o

—
B
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Sizllf HJ /5, ! O/"porafe Strategy Board

_I72 rr anles 50/ largest companies on
EOIUNE IS’[ with 6% sustained growth rate

J 1L /o petween 1955 and 1995

T e
- ’ o
- h— =
—
——

: Ace growth stalled only 4% were able to
r ﬂgnlte growth

-s 28% lost /5% of market cap
o 419% lost 50-75% of market cap
e 26% lost 35-50% of market cap

(c) Robert Patzelt 2009
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Lamn

, - e
GEnt of Valuation Based S

-
- —

— .-
il e i —— O —
—— -

—

WEI Computer -78%

» Jormur 2 % Johnsen — 66%
O} & Gamble — 62%
él Electric — 60%

I Mart — 50%

(c) Robert Patzelt 2009



There is more to //ife than simply increasing its speed.
--Mohandas Gandhi

(c) Robert Patzelt 2009



K

o AT

4 nes and Wi-Fi

=== —E #ye surgery

:fé 1|ne dating

o - ABS brakes (once only for aircraft)
o [V remote

(c) Robert Patzelt 2009
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I J\/AJQE Tﬂﬁ&(fh H@lﬁgﬁ

—— — —

e 974 — hi tech venture capltal $30m

> 1998 —____ about $7.6 billion

2000 — tech bubble - $119 billion

~ = 2007 — ~ $27.7 billion

?EZOOS'— clean tech just $4.7 billion by itself

—
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Disrtigive Te(_:hnologles an
SoImpanies -
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AieZon = Interne disrUption; of DOoOKStore
SHAIES) chwab 1990s  online trading
SRzl — J llinerauction

eI = |croprocessor — take out mainframes and mini
G om.c ters

e travel — wiped out travel agency business
- ﬂy video tape, cassette tape, Walkman, floppy disk

= ereless telephony — 25 year disruption of the old phone
~  company.

~» Handheld devices — Palm Pilot, Blackberry, i-phone
 Ford Model T — allowed everyone to afford cars
e Email — snail mail — magazines, bills and junk mail
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S Moore’s: Law
sutingr Pewer DoublesEvery 16™
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— mere is it all leading?

= Don't know but it will be FAST
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Regulatory Risk
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Corporate governance

SANENes Oxley e Taxation, source
- Envjrgg mental deductions, HST

- Jr‘LEa gulatory e [rade and finance

_'_—-l- _._'-i—-'_

"__.—:',; = — [SO, Euro mark e Operational

'l:'_"-'

= __eﬂ:lyman Resources _ Health and safety
- — Labour — Food safety & testing
— Human rights — Labeling

— Pension and benefits
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IIETBI0| Questions e

SRIYORE Ko and" tinderstand all of our
regulgn,p Areguirements?

- rloy el ae dealing with the above?

® _)J e have a strategy, policies and procedures
= udlng rfepoerting and accountability?

e
-

== Dorwe collect data to support reporting and
= Gompliance and does it demonstrate if our

=== FS‘ystems are working? Is it accurate?
“s How do we interact with regulators?

e Do we have the capabilities and the right culture
and processes?
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=EeonomiIst Intelligencerunit’s Risk
Brlrgmf '-r
Rec ula ory RISk by execs seen as a
,J_Jg Juli |cant threat to business ahead of:
—Country risk
-‘:-t — Market and credit risk
~  _IT and HR risks

— Terrorism and natural disasters

m rom BurcT‘ en to Be
GERIKPMG ‘rﬁq?@wers

~
o]
ACE;
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ol audit and réporting regs
99%) - v orkforce regulations
- J/Ocﬁ L-envwonmental regulations

--qr

= "EZ-":" - health and safety regulations

= 27% - technology regulations

s 189% - intellectual property regulations

e 15946 - other

(c) Robert Patzelt 2009



g

226t0rs Hindering Ability to
= eJ Or_y RIS%—-

GF/01= COI APIEXILY O regu atory envwonment

A5% = [zl K of iegulatory harmonization between
Urisdictions

- B2 a* ack of “risk culture” within org
A A—EJ - difficulty in recruiting expertise

Ff,__.,__ 19 - lack of collaboration between
=— {_;', ~ departments

e 159% - Insufficient budget
e 11% - Inadeguate support from senior mat.
o 10% - poor relations with regulators

—

-_._
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nore efficient busmess PrOCESSES
P‘J/r = best practices” competitive ady.

% ablllty to anticipate future change
= si/19% - ability to evaluate investment

O\

WG

&

'ur

" ~  opportunities (quickly & efficiently)

==
=
i
i

e

“e 349 - better relations with shareholders
o 2290 - better relations with customers
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206250 - tra ininol of employees

rmal|zat|on/documentat|on of
= ompllance Process

_en- invest in new. technology
'_29% - formation of board sub-committee

= 99 - recruitment of Chief Compliance
Officer

r——
—
—
—_ T

— J

e —
e
-—-"-"
'-.1_-
T
-

(c) Robert Patzelt 2009

RW




—

-

ey e

- Cosldlls Ly ce, monltorlng and reporting are
(1oL _Uf ake the “regulator happy”

- Jt r the erganization

.,_

- ?'-—.—‘ bles management to meet its required

—
= -'.'- -

= == S:trategy

_._
—

~ — Ensures the risks are managed that endanger
the organization
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e Falure tor Follow Reguiations
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Black Swan Events (8)
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SRNIIE. B/fzg_ Swan: The Impact or the Highly
i, iji‘ je

eclarge | 'pact hard to predict events

= ;_J_;__'*c eria

-

_-"_,..-l—

= — Event appears as a complete surprise

.-z_._—-—

— ~ = Has a major impact
- — After, it is “explained” by human hindsight

e Hardwired to find evidence to support what we
think to be the case
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> Fal V|et pblock/Berlin Walll
= rzf _sﬂn I ‘computer

:—g:ﬁoogle vs. Yahoo or Microsoft
~ = Peer to peer downloads

o [nAternet

e Harry Potter
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SESOIiE arglie it was not a Black Swan
ECE 5. "t Was predicted by a few

...l'

Ce—
.|—

-~ Leve age of borrowing (housing bubble)

_.—-.

S afance and greed (exec salaries, stock

— ---_._—.

= -Eptlons)
3"1"‘ = Financial instruments not approved by
: " regulators or not understood, etc.
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v\/har_ he-N_Qé'Blad(-QV? —

=Enciall(are We out of the woods —
c omolﬂ Hinancialfworla — fighter jet)

EHE] o)V (peak oll, peak gas, nationalism,
el %ecurlty Interests, etc.)

; @1|t|cal (terrorism, protectionism)

'3 Technology (what is the next Google or
killer app?)

e Biological — nanotechnology, genetic
modification, pandemic
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Just when you least expect them.




Proper Measurement of
Risk Management Success
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\/\/mrlr Jets measured get
il rﬁ ged Peter Dricker

e
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f"# We really need good performance
— criterial
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BEnchimarking RlskT/Iana a
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RV rrarr*v 01KS (rlsk definition, assessments)
- molemﬁ tation (procedures and processes)
* RISK S _.rmg (Insurance, non-insurance)
_J*E\ -éSs continuity planning
TST( communication
| *;'T"ramlng and awareness

 Monitoring and review

o Performance measurement

1I||,' \1 |.,_.
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Al eeﬂggﬂgurem Eﬁf _—

e i

e Resjstant to
: manipulation: or
= perverse behavior

Eesl; L derstood

. R e Efficient and non-
_— redundant

: ﬂSlstent .
-:ﬂi- e Cost effective

== _EF_DCUSP’”d Ic())ln . (sensitive to data
: eliis o€ aspects o collection costs)

perfermance
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KEY ctsegjga'l\{lj Peﬁaﬁﬁd?"

> Wrleltle e we do and how do we do [1t?

\/\/mcwn are we assuming and what can
JQ WK ng’?

== *H at drives our profit and loss and are we
= satlsfled with the risks we are assuming?

. What is changing?
o Are we behaving the way we should?

p———

||u
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Om ehw

AINUEIEPOIt (get messa to Liability review: including claims
C-leve] » Policies (e.g. auto,

Clevienss reoorr— ergonomics)

C omrrrngz:re\ &) » Recognition (safety awards,
Orgrnrﬁﬂg onal changes (e.g. loss prevention awards)

oro_t; values/uses) e Committees

~ = Comr “Uﬁlcatlon (memos, » Workers Comp & disability cost
— evve*:letters safety or risk containment

-

— ,gmanual) e Business Continuation Planning

= HR (hiring practices, RTW, e Audits and inspections
-~ accident investigation)
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~ Can We Bring it all Together?
ERM
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RGN

- Delgjiiehd __ louche observations
A4S0 m,-;*v 'no ERM! program

= 493/%; program in development
{G" have operational ERM
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SRS

FIVGla el Risk Mark score as physmal risk
IENIC nme:
\/erJL
Hhay Cla|
Gck return
_;-a—:-Stock price volatility
~_ —Cash flow

— 438 publicly traded firms with market cap of
$3.4 trillion USD

.

e

|
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RISH B agemgrltj Workse"

RISHe l\/lm < is posmvely and S|gn|f|cantly
orrela E“ d with stock return

r<JJI< Vie k IS negatively and significantly
GO {ated o stock price volatility

-.' :- -B Mark is negatively and significantly related
== Io a core driver of stock price volatility (i.e.

~ operating cash flow & earnings volatility)

o Therefore: high risk quality = positive
shareholder value performance
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o The r]\/}m jdy was; just property risk

> YMplEle J; he overall impact of a systematic
v\m/ 0 f;‘andllng risk? HUGE

DISCif 1|ned RM' is the way forward

;. 'ﬁ Is the ONLY way forward
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A\ CAUTION

CHAOS FIELD

ESTIMATED STRENGTH: 47 KrZ

LIMIT EXPOSURE TO THIS AREA
AND REPORT ABNORMALITIES
IN YOUR LIFE AFTER EXPOSURE
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a=joy l\ 2 foundland
Mr':@ -~new friend

: ____-(ft]: and bring gifts (especially for
'j’them)

e Have fun
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Jim

THANK YO R ATTENDING

“’ = Robert Patzelt, Q.C.

rpatzelt@scotiainvestments.ca

902-832-2512 (work)
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