T:E;F‘Eﬁi Hﬂ‘;ﬁﬂ E@ﬁikﬁkﬁﬁ*ﬂ *ﬂ.ﬁ%ﬁg (5—7820114%9H118)
Enterprise Risk & Opportunity Management
In more uncertain times (st draft 1 sept. 2011)

MRBEEATENERERZD?
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i WEEEE = XEEEE (1S0 31000)
Intro Risk Management # Risk Management (ISO 31000)

HA RIS A B
What is the financial “weather forecast” ?

R F LB BICFO ?
What kind of CFO are you?

CFOR] LABE BN+ 4 M & /AR KE S B PrER 7
What CFQ’s can help do to get ready/ to stay on track short and long term?

A AT E/EERARB TR ?

What instruments are available/How to use available instruments ?

i MV A B FER ) i R RO PR T4

What about Governance and Internal Controls in relation to ERM ?

Agenda



RERIRZ?
Do you like surprises?

o RAEZILMMEEAEFAEETRFIRE?
How often are you surprised when you shouldn't be?

o IXEMRFET 4 ? What does that mean?
— W IRAAE L FAT IR ENE B K R R R, 2
Is the environment changing faster than we acknowledge?
— EEAIRETWEIBI ? Are we unprepared?
— BT ERAIR RN ?
Do we understand our business?
— HEMEFL? Do we know that we sometimes can’t know?
- ARAANELENTGTNREE?
Is nobody really responsible for Risk Management? (is it time for the
CRM?)

Risk Management



ISO 31000 (2009)

K% & B O LA R M

Risk management creates and protects value

M B AR e — 4L R

Risk management is an integral part of organizational processes.
K B ERRM— 5

Risk management is part of decision-making

KU S 2R . BRFR RIPR S E A TE 14

Risk management explicitly addresses uncertainty

KB ENEEILARITFIRIFIARE R EA /Y

Risk management is based on the best available information
M B B A5 &R, FREE N AR B Y

Risk management is dynamic, iterative, and responsive to change

Risk Management



MV X S B I (ERM)

o MEEEBAHZ: Risk management is not just about:

— EEBIF S5 A, 3/ B RSB e AU
managing financial risks, risks related to currency/interest movements

— BRI 4%{Echanges in the price of commodities

— RESFARBEANINGEE

— managing the risk of failing to comply with laws and regulations

— BEMSIRERPREIRBIAS
Managing the risk of errors in the financial statements

— EELEFNREE LR RS (B0E — A T R A A7)
Managing operational and strategic risks (like the potential failure of
a sole supplier)

o BEHEANPIALESHAAEMERBESN, Rit, LEAIIEBLEE
e It's about managing the potential effects of uncertainty throughout your
business operations; thus it's all of the above!

Risk Management
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From Operational to BoD...

EBE GOwarmance Baard of Diredas

Rizk brfras Fuciune
and b ansgement

Business Unis and
Suppanting Fundions

Risk Cramership

Risk Classes
Swategy Operations’

GOVTENCE E Flanning Infrastruciue Compliane Reporting

Risk Management



FARSEIMBIER...

ER™Y (FRERFRHY)
- BAIFrAMERIRRETY) 2T

_ Q%ﬂgi@;ﬂ;ﬁ#ﬂ%ﬂﬂ@%ﬁﬁ*ﬂﬁﬁ\z&o » o Equity markets respond to crisis after the crisis has started....(JC FB
JTH)E 7R

—  TEARIERATIE DYFR # Loose lending standards of Banks
e 2005 FXEFEH /8 ;KReal Estate Bubble US
o NEMEFERE)NVHBIH #Companies borrow with no due diligence
« EREIHMERAK (FHE) Countries borrow low cost (Greece)
— REFEEBMSATAFE (%77 /41457) Unusually high leverage (Assets/Liabilities)
— FANIEIR Y FREA 7Y S X E AR B ml I 5 55
* Private mortgages financed with short term rate adjustable debt (US)
o 1997FWMEREN  HESEKE, FAECCERME K &..... ME LRI H 57 ki 5

1997 Asian Crisis: production facilities financed with USD debt while the USD was strengthening...thus more
local currency was needed to service the debt

o X E A FRSR L S AT SRR R T A

Hedge Funds using more and more short term debt to finance less liquid assets...

—  HUCEBZ R T M i R B RSB RR
More and more companies are trying to take debt of their balance sheets...
o 2000 Z RIMZR RFNE {18 £ 22 F] Enron and many other companies in the early 2000’s
o 3ZERIAIESE L HE A F] Lehmann Brothers 3 years ago...
o WATOIETRIFHKABREENEARAIENE

Creating nice fees for Banks but does not create value for shareholders

Financial Weather



FHEREZEE?
How bad will it get ?

B ARNHZER S 2 A1 B S — D A ERH SR 2

What are the moving parts and how do they shape a different future

MERB AR EIKERIRNER

Model future budgets in different currency scenario’s and show the dynamics

AL BB ORI M A& N IZE A5

How prices should move with changing currency rates

WEFLFITZREN SR EBLEMINN N X ZAAAAARRILF T 2 A
Ratings are less useful ; things you think are AA or AAA certainly do not act like that in
markets today

ZH AR, MBEAREMRFENEZ 0 F]

Yields are very low and no matter what you do it is impacting many companies

Financial Weather



M A BREh A e LR E 2K
Why Equity Markets can’t see it coming?
(AVIX- volatility S&P 500 Index)
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{RZ M — FirCOF ?
What kind of CFO are you?

Jini o) B CFO Advisor of CEO (M&A, Finance,...)
% AR AT R R & YE Ik Sparing partner

of Banks and Financial institutions (Treasury)
= EE PRI IEfHBIRR T/ 7t B

Highly focused on right financing/funding

= EEFHEE
Highly focused on governance
= EEPENTIES/ERF

Highly focused on checks & controls/process
Kind of CFO




iR

>

IREPARNMR 2T A2

What is your cognitive bias?

el L

{£ ? Over confident ?

i) R Z ? Confirmation bias ?
11 2 B4 XL 0 38 2 Excessive risk avoidance ?

FENote: B2 L EBEN (XEARNARE)
We are all over confident (it is human nature)

FEENote: FENGENTEZERFECHE
some risks we will always keep to ourselves...

Kind of CFO



AZR XS ? Don’t like risk?
FEEFE ? Livein a Box?
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Kind of CFO



X2 AL IR X E EEE ?
What does this imply for your Risk Management ?

o WEBIE:FANTRE WERAIBIXES

Over confident: we onl

y see risks that we see...

o WIMRZE MR FA TR AN E R XS

Confirmation bias: we
know...

only see the risks that we

o I ZEY XS L EE : R E

X IP PR 5

Excessive risk avoiders: we see risks everywhere...

Kind of CFO



RNV 2R F R I MY XS B
You will get the ERM you deserve...

BB T HR—REM X E
There is not one single way to ERM
RIBRAIBISEE/ B /), EEE:
Depending on your scope/objective it will contain:
— HEHEERMEDistribution Strategy
— G/ 22 & Fl E Performance Measurement/Bonus system
— K re4 EcAsset allocation
— [fi%B& T KlStrategic Planning
— PR/ &R IT & Product design/development
— R&F % B&Dividend strategy
— SRt %ERisk financing
— HERTEITXIFIG%

Sales and Operational Planning and Performance

Kind of CFO



CFORI{EH
What CFO’s help to do...

e X2 HAShort term:
— FCAEIRE (HZE BB AN = L FTER )
Cost cutting (Travel cost replaced by Halo Video Conferencing)
— ITHRAEBCHLLEINS BRI T %)
Pay cuts (give up salary now for bonus later)

— NosEENEPF e FOAL R

Intensify Business Review/Planning (last 3 next 3 system)
— HALMBE Ch T EMRFOHASSEUES ER)

Change Structure of Organization (give up BU’s for more flexibility)

CFO helps to do



CFORI{EH
What CFO’s help to do...

« KHIB#brLonger term:
—  IeIFEsE M55 Acquisitions that stabilize the business
— FEESBREAATRBA ST
Reduce investments in Business with high operational Leverage (PC’s HP)
— PMEIEMERIRARL M, ERK !
Getting your cost structure right enables growth!
—  FERFEIRS:AE YK Continue investments in future growth (R&D)
— MIZIBRMZEEER R EEEEE
Put your money where your mouth is- invest in BRIC countries
MF—PMRERKARMEMNAZ AR EFEFEEERS T2 NEERLFTHUAY
— Right People for a fast growing business: skilled experienced and can do mentality ; Over hire good
talents in BRIC countries

— NFHFITTHRER R CRERKHIGIEE)
— Keep eyes open for M&A (future growth engines)
—  FEilE ORI T KR
— Innovate based on trial and error with small investments
—  REERIEE (/T BRI EIR )
Keep your flexibility (move for opportunities/adjust costs/adjust investments)
— IR () AR CFO helps to do

Provide Structure (Governance) and Controls



CFO B 25 B What CFO’s should do

EARIEREEF H ARIR

Put processes in place to measure and review risk

% BN ERIZEHIDevelop internal controls

MBAREAFITEIEUANEZHE CHEERMNNIEL
Make sure it is on the agenda of every Business Meeting and it is linked to
the BoD

WREEFEXT AL LM

Make sure there is a framework set by the BoD

CFO helps to do



2 i B 2 XU 2
Manage Risk When?

o XNIGABERT=T AHFME—X

Risks can not be managed once per 3 months
¢ ﬁ%RIEEEJEIEEO O O

Or only on Fridays...

o WG TREMWA MR OCE
Risks need attention continuously...

It is like drlvmg your car...

CFO helps to do



I{eMRFEF B LTE 2
What could be the Objective?

FEEFRHM !

Not just to comply with rules and regulations!

1) 3& FI 2241 {H...Create Stakeholder’s value...
HRIRER K E I B R A&

To be prepared for what might happen
MNEBBEAFERAEZW, CEZRDFAEFHNE

To not only mitigate the effect of adverse situations but also take full advantage
of opportunities

B0 : =T EDY B AR E M- BB Y HEEEL

Example: To be prepared for a natural disaster that disrupts the supply chain

B0 : BreENFIER N gh I E ) SBIFAE ST, XEEIE T Hl&Example:
As well as for the opportunity created when a competitor that wasn't prepared
has product-quality issues

CFO helps to do



THRRARBI X EEE

Understand your rlsk...and Manage it !

RISK MANAGEMENT

CFO helps to do



Risk Analysis Method

m Describe the Risks
m Brainstorming potential risks
m Walkthrough of the risk identification checklist

m Analyze and Prioritize Risks
m Walkthrough risk sheet and estimate the probability and cost of

Sl NSk Sample Risk Grid
m Calculate risk rating of each risk
(e.g. likelihood * consequence)

B High
O Medium

m Prioritize in risk classes
O Low

concentrate on class “High”

Likelihood Factor

5
4
3
2
1

12345

Consequence Factor

1-Low 4 - Significant
% - Minor 5 - High

CFO helps to do



BB 2Z ==K More exact...

Impact Risk Management Actions
Considerable Must manage Extensive
Significant management and management
required monitor risks essential
Risks may be Management Management
Moderate worth accepting effort effart
with monitoring waorthwhile required
Minor Accept Accept, but Manage and
risks Fonitor risks monitar risks
Low Medium High
Likelihood

CFO helps to do




TV HGEETE
Instruments of ERM

E P E A gE S 4 Direct

assessment of likelihood of events
= /R JE;%Delphi Method

O IEEATE N 4 2 K . _ _

SRCEE Sl b T EFE Z R RiFPreference

Fit Data to Theoretical Distribution among bets and lotteries

PR {E 32 2 Extreme Value Theory

IS v iy

Historical Data Analysis

BEAL 5 5 FEStochastic

Differential Equations

Ay & [B] I 52 M B X5
Regressions of Variables
that effect Risk

DIt Er#E B Bayesian Belief
Models

2R SEEI System Instruments
Dynamic Simulations



DIt AR #YBayesian Models...

7 DU S0 B 2 — AN EE B SO A 3R 20 A R BT E s R AR
"Bayesian inference" refers to an iterative process in which collection of fresh evidence repeatedly modifies an initial
probability distribution

TE—ANEA, WA 70 BE AR S i, A i) ny 450 <R s e
In each iteration, the initial distribution is called the prior probability, whereas the modified belief is called the posterior
probability
2N W R 4
Example of 2 cookie bowls :
E=n] WLIRBRDFT, H1=15%i, H2=25%i, P(H1)=P(H2)=50% : I
(note E= observation plain cookie; H1=Bowl 1 H2=Bowl 2 P(H1)=P(H2)=50% Prior Probabilities!
15 W15 108 n] 7] F1305 7 E4F T Bowl 1 carries 10 choco and 30 plain P(EIH1)=30/40=75%
256 3 208 ] A F1208 [ BRI T Bowl 2 carries 20 choco and 20 plain P(EIH2)=20/40=50%
EH—HYET, &AL You pick one cookie and it is a plain cookie
XTI EFEMN LS BEE A ? How likely is it this cookie comes from Bowl 1?

P(E|H,) P(H,)
Hy) P(H,) + P(E|H,) P(H)

P(H|E) = P(E

0.75 x 0.5
075 x05405%0.5

— 0.6 [5 % ¥k 3= Posterior Probability !
Instruments



%V i - Preference among bets

LN 22 5 R T AT I

Offer somebody in your organisation the following bet:
WA E S FHEATTY), AT Sx

Win Sx if a new competitor enters the market
WEABsa g, T Sy

Lose Sy if there is no new competition

P ETE:  Opposite bet:

WAB I EFE AN, Eisx

Lose Sx if a new competitor enters the market
WA B g, Wt Sy

Win Sy if no new competitor enters the market

P(C) /e &b AT, AHERAMESUN AT, B 2RO A Rl 2s .
Let P( C) be the chance that a competitor enters the market then the pay offs for each bet are adjusted until the person is
indifferent to take a position on the bet or opposite bet side

WA v A $900M,  SEFE BEAN T HiEe $100M, IR EHHisa g, WAL R ASFA, B
Let’s assume the expert is indifferent to take a position at either side if the company wins $900M if a competitor enters the
market and lose S100M if there is no new competition then:

Since $x P ( C) - Sy (1-P( C))=-Sx P( C) + Sy (1-P( C)) so P ( C)= Sy/(Sx+Sy)
P( C)= $100M/($900M+$100M)= 10%
DRl 58 425 1E N T3 1) A% /2 10%

The subjective Probability of a competitor entering the market is thus 10%

Instruments



&= /K 3Ei%Delphi Method

o MLJLE BRI, Fi N A GO AT/

il

PRSI ok

AT RE T

Anonymous questioning technique in several rounds
as to narrow down respondents underlying
assumptions about future expectations/events and
their likelihood of occurring

o T UL L LT

Used when subjective expert inputs are required

Instruments



RN ZRzEFl Internal Control

IR G K225 25 /& COSO R A 7Kk
The two most commons sources of reference for
further information are COSO and Turnbuill.

COSO (Ml Zs il KRR bi4s) HR TR
o B R T AR
COSO ( Committee of Sponsoring Organisations of

the Treadway Commission), has produced two
major works on risk management:

N ER - S AESE (1992)
Internal Control — Integrated Framework (1992);
and

Ak RS B P -HE S AESE (2004)
Enterprise Risk Management — Integrated
Framework (2004).

t | | | | gt
E Risk Response | fa47

Control Activities

i
Information & Communication /"

. Monitoring P
>
R —

The COSO cube

Instruments



‘= IEGovernance (OECD)

RNZHEOFE RIS T vl fior (AEEER) , JLHER EiAAE.
In many cases Governance control’s are left to the responsibility of the company (volunteer
structure) especially for non listed companies

K2Rk A THEFHS R P IEPITIES

Most of the contribution has to come from non-executive BoD members

SR F B AN, AR T

Legislation is mainly focused on external audits and company’s rely on that

B NI & B 555047, JF HASBRHOUE - PER LA

There is no leading body that regulates Governance and financial analysts and rating
agencies can not be relied on

PRI T AT DA AS 2 Bl f A B o o o FHEH IR i 4y

Thus everything falls in the hands of the General Counsel/Company Secretary...and the Audit
Committee....

Instruments



PR =T

Audit Commlttee Role

CEOFN i1 & N PPA RIS RN w) b BRI B XU, B vF 28 i & e ¥ il i 7
1¥e 57 FIBUR

While it is the job of the CEO and senior management to assess and manage the
listed company's exposure to risk, the audit committee must discuss guidelines
and policies to govern the process by which this is handled.

T2 02 N 20 b T 2 ) THT I ) = B0 45 DXUISE AR 2R B P 42 il 7 B D IR
The audit committee should discuss the listed company's major financial risk

exposures and the steps management has taken to monitor and control such
exposures.

B T2 A IEAN D MBS DPAS A B DT —— 7, (EZINRT TR, &5
ST VR TRA T XS, DA AN P 2 T R (R 985 5 B ATECR

The audit committee is not required to be the sole body responsible for risk
assessment and management, but, as stated above, the committee must discuss
guidelines and policies to govern the process by which risk assessment and
management is undertaken.

Instruments



PR E BEAN R AR

The state of risk-management practices is poor

KPMGHUT B 1 I 97 A N

In a recent study of executives by KPMG:

1) 2/30) 2> w35 A AT T 3 s AN Re s i ARG 15 B A et S s
1) two-thirds of companies indicated that "their board is unable to
leverage the risk information it receives to improve strategy

2) 2w R R DR B AN A2

2) Risk assurance in companies is not given sufficient weight!

3)dh /D WA (WK HARPATESRAD « RERBEE. AX
S AR

3) Healthy degree of oversight (i.e. from non-executive directors) and
sufficient funding and Management of Risk assurance is lacking!

7518 Conclusion



HH 51 Take charge...

o CFOMTATTALINIEAE NS, RIIAFIRET), EHEREEHOTFA, 91
TPl
CFO’s have the responsibility to recognize where immature risk
management limits the ability of the company to manage potential
adverse events and seize opportunities

o CFOAI T 203 B AT 45 3 A A DA O 5 B0 PR e 3 K 0
CFO’s must help the executive management team recognize and realize
the value of risk management

So what ?



M S I RN

Thank You.



