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Moderator Douglas W. Brooks: Good afternoon. I think we will get started. I know all of you are eager to
probably leave and get onto something else once this session is finished. So we will get started.

This is, as we have billed it, ERM 101, so it is an introductory session to Enterprise Risk Management and
what it is all about. We will be covering a few different topics. I am going to talk a little bit just generally about
what Enterprise Risk Management is, some of the components of ERM and also a little bit about the actuarial
profession and what the profession is doing with respect to Enterprise Risk Management.

Then Hélène Pouliot, who is the managing principal with Towers Perrin in Toronto and has quite a bit of
experience working with companies on Enterprise Risk Management, as does Towers Perrin generally, will talk to us
about some of the trends that they have seen through some of the surveys that they have done on implementation
of ERM at different companies.

Then Altaf Rahim, who is the Chief Risk Officer with AEGON Canada, will talk specifically about the
implementation of ERM in his organization. Hopefully, that will give you then some background on Enterprise
Risk Management and how it can be effective and some of the considerations in implementing it in various
organizations.

So as I said, I am going to start talking with a general description of Enterprise Risk Management and
contrast it a little bit with just risk management in general, some of the key elements of ERM as well.

First of all, the general question, what is risk management? Well, people have been managing risk as long as
there have been organizations of any kind around. And certainly if you are in business trying to make money you,
by definition, have to take some kind of risks in order to do that and people have been managing risks, but often
on a risk by risk basis and that is one of the differences with the Enterprise Risk Management approach. Different
professions, different occupations have different ways of managing risks, different techniques for managing risks
and also often very different language and terminology for talking about managing risks.

The focus of risk management has often been or, in the past, if you said risk management to someone
people would often tend to think in terms of controlling and mitigating risk and, again, a contrast with what
Enterprise Risk Management is about. The steps in risk management, you may have seen diagrams like this, range
from identifying risks to evaluating risks, mitigating risks and then ongoing monitoring and reporting of risks and
that becomes a cycle, as you monitor and report you will identify further risks or risks as they evolve and change.
Enterprise Risk Management involves obviously the same steps as risk management, but applied in an enterprise
context.

So what is Enterprise Risk Management specifically and how does it differ from risk management on a
functional or silo basis? Well, the words that I like to use in talking about Enterprise Risk Management, a couple
of the key words are comprehensive and consistent. Enterprise Risk Management is a comprehensive view of risks
across an organization. It reflects all of the risks of an organization, whether they are financial and market related
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risks or credit risks or whether they are operational risks. So it attempts to take that comprehensive view and also
on an organization-wide basis, not by line of business or product or business unit and so on. And so that is one of
the key characteristics of Enterprise Risk Management, is to take that comprehensive view of risk across an

organization.
Anther key word, as I said, is consistent. And what I mean by that is trying to put all risks within the same

framework, using common terminology where possible. Obviously risks are different, you can’t use exactly the
same words to talk about them, but using common language so that when people in different areas of the
company talk about risks they understand what language they are speaking and what they are considering. Also,
common measurement of risks and trying to measure all risks on the same footing. Again, there have been different
approaches to measuring risk in the past, often based on, as I said, different professions, different occupations, often
look at risks in the different ways and have developed different approaches to measuring them. And so, again,
Enterprise Risk Management tries to put everything on a consistent measurement basis and that is obviously much
more difficult for some risks than others.

And then another focus, as it says on the bottom, really the goal of Enterprise Risk Management is to
optimize returns on a risk-adjusted basis. So it is not, you know, just about managing the downside of risk, it is
trying to optimize the returns that an organization is achieving, given the risks that it is taking and the risk
profile of the organization.

One of the definitions of ERM that I like the best is one put out by the Casualty Actuarial Society and I have
highlighted a few key words in it, but I will just read it off to you, not that I don’t think you can read, but I will
just do that to emphasize a few things as I go through it. It says, “ERM is the discipline by which an organization
in any industry...” and then it goes through the steps involving risk management, “...assesses, controls, exploits,
finances and monitors risks from all sources...” again, that comprehensive aspect of Enterprise Risk Management,
“...for the purpose of increasing the organization’s short and long-term value to its stakeholders.” Again, I think
that captures very well what Enterprise Risk Management is all about. One of the other key words is in the first
sentence or, sorry, the first line, the word “discipline.” I think discipline is an absolute key to effective enterprise
risk management and I will talk briefly about that again a little bit later.

What I am going to do is cover, again very quickly, a number of different aspects of Enterprise Risk
Management, so I am not going to go through these things in detail. But one of the things that appeals to me about
Enterprise Risk Management is that there are so many different aspects to it, so many different components to it.
There is from the extremely technical to the strategic to the elements of governance and reporting and so on, it
just covers a very wide range. And I, personally anyway, find that quite interesting to work in where there is so many
different facets to it.

One of the things that an Enterprise Risk Management framework has to do in order to be effective is to
reflect the business of the organization. One of the things I don’t believe you can do is take a cookie cutter approach
to Enterprise Risk Management, take a framework that has worked in one organization and apply it in a different
organization. Obviously, the business that the organization is in will have an impact, the risks that it is taking, but
also the organizational characteristics, whether it is centralized, decentralized, the culture of the organization and
so on will have an impact on what type of risk management framework will be effective and that is a soft area to
assess the effectiveness of Enterprise Risk Management frameworks, but one that has a very large impact.

Some of the key elements of an Enterprise Risk Management framework. I have talked a little bit already
about common language, common measurement framework. I think it is important for an organization to have
a target risk profile and along with that policies and limits around risk that help define an organization’s risk
appetite and also having comprehensive risk reporting to support that, both for purpose of managing and for
purposes of governance. I think it is important, again, to have that risk return culture in an organization. So again,
it is not about minimizing risk or mitigating risk, but it is about optimizing the, you know, risk dollars that the
company is investing and how to achieve optimal returns for that.
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And of course, there are a lot of technical tools that have to be developed to support the measurement, the
monitoring, the reporting of risk and, of course, that is obviously, one of the areas that actuaries are very directly
suited to. In terms of common measurement, you may have been at sessions earlier in this program that talked

about the evolution of the MCCSR toward a more modelled basis development of economic capital. I won’t go
through the points on this slide. By the way, the presentations will be available on the CIA website later on. They
will be up and available to you to access. But it is, again, very important to have a common measurement basis if
you want to try and present a consistent and comprehensive view of risk across an organization. And you want to
use something that reflects the true risk rather than a simplified approach that may or may not capture the actual
risks of an organization, and economic capital is a process that attempts to do that.

I won’t talk in detail about the importance of risk management reporting other than to, again, just emphasize
that it is very important to track the change in an organization’s risk profile in order to understand why the risks
are changing and then effectively you want to do that deliberately rather than having accidental changes to the
organization’s risk profile. Reporting on risk is a key part of an enterprise risk management framework as is
developing. Well, the term I use is desired risk profile, other terms, risk appetite and so on, are key components
of that but have a proactive sense of what the organization’s risk profile should look like rather than just reacting
to things that happen either through the company’s strategy or through external events

One of the concepts that I like to use is what I call a risk filter. So before an organization takes on risk it needs
to understand: does it have the capability to manage that risk, does it have the infrastructure necessary to monitor
and measure it on an ongoing basis? If the company is counting on mitigation plans, does it have the ability to act
on those plans? So if you, you know, have the intention to, say, hedge a risk in a seg fund product, do you know
what the price of those hedging instruments is going to be, are they going to be available when you need them and
that kind of thing and then, are you getting an adequate return for the risk you are taking? And you need to pass
all of those tests before you should take on a risk in an organization.

One of the, I think, most critical determinants of success of Enterprise Risk Management is the culture of
an organization. Enterprise Risk Management cannot be effective if it is seen as a compliance exercise, that this is
something we have to do, we have to produce this report and so on and it is, you know, going to go to the board
and senior management and that is what Enterprise Risk Management is all about, it is the reporting and so on.
That kind of a culture won’t work. It has to be part of how an organization manages itself. It is not obviously the
only tool, but it is a critical one in actually managing an organization. So culture and discipline are key to
effectiveness. I am just going to talk extremely briefly about other elements.

Again, one of the things I said earlier was that one of the things that appeals to me about Enterprise Risk
Management is the variety of topics, and a lot of them are areas that actuaries haven’t been traditionally involved
in, but are very important to understanding the risks of an organization. Operational risk is one and, again, it is
not generally one that is subject to the same type of quantification and so on as a lot of the risks that we are
perhaps more comfortable dealing with, but it is critical to understanding the risk profile of an organization.

Model risk is something that is an operational risk and it is very relevant to the types of things that actuaries
do, developing sophisticated models. There are all kinds of reasons why models may not work and I have listed
some of them at the bottom of that slide. And, again, I won’t go through them, but understanding the risks in the
models is, again, a critical source to understanding operational risk. Reputation, a key factor for almost every
organization is its reputation. And personally, I don’t like to use the terms reputational risk, because I don’t think
of reputation as being a risk, but I think there are potential reputational consequences to any number of potential
events or risks that unfold. So I think it is critical in evaluating risk we don’t just evaluate the direct financial
consequences of a particular event or circumstances, but that we understand the reputational consequences of
events. Again, not something that is as subject to quantification, but one that is critical to organizations, their
value, their ability to compete in the marketplace.

Another area that is very important is ERM and its relationship to strategic planning. I have a quote there from
the Institute of Management Accountants about the integral nature of ERM and strategic planning. Strategic
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planning really fundamentally is all about planning for risks that are facing the business from an environmental
point of view, so it is integrally related with risk management. Again, perhaps not something that we have tended
to work on or has been part of our training but, nevertheless, it is key. In fact, if you look at the source or the

reasons for failures of organizations, this is information from a study that Mercer Management Consulting did
sometime ago, you actually find, and I know you won’t be able to read the details, but if you look at the pie chart
the largest section, the majority of the reasons for failure were strategic. That is the light blue, and the dark blue
is operational risk. So if you trace the origin of what caused failures or significant losses in market value, strategic
and operational risk dominate and the other two, the market risks and other financial-type risks are the two small
slices. So these risks really are critical to effective management and, you know, we as actuaries need to develop our
skills in those areas.

This is just a slide I like to include, that illustrates the fact that there are different components to risk
management and it is important to have all of them as strong components of a risk management framework in
order to be effective. You can have all the technical tools you want, but if you don’t have the right culture or the
right infrastructure to support them it is not going to be effective.

I just wanted then to spend a minute talking about risk management in the actuarial profession. And I am
going to talk about it largely from the perspective of the Joint Risk Management Section of the CIA, the SOA and
the CAS. I am the Chair of that section this year and there is a lot going on. In that section there is a lot of interest
in it from the actuarial profession. And I think it is really important to the actuarial profession to get involved in
Enterprise Risk Management or stakeout our territory, if you like, in the field of Enterprise Risk Management
because risk management is really what actuaries are trained to do and, you know, we have as much ability in this
area as any other group, but there are many other groups that are also trying to work into the whole area of
Enterprise Risk Management. So I think it is a great opportunity for the actuarial profession and one where we
can stretch the boundaries of the areas we have typically practiced in.

I don’t need to go through this. You know the things that actuaries bring to the table in this area, strong
technical training in areas of risk management, also the fact that actuaries really are true professionals and there
really aren’t any other true professionals working in the area of risk management in the sense of having qualification
standards, standards of practice, continuing education, discipline processes. Really, the actuarial profession is kind
of unique when you look at the different groups that are practicing in this area. So again, it is something that I
think we bring to the table and need to emphasize.

The Risk Management Section – this is a bit of an advertisement – for those of you who are not already
members of the Risk Management Section, I would encourage you to join the CIA as one of the co-sponsors of
the section. We have over 3,000 members and it has only been around a little over four years, so it has grown
tremendously. Our acronym that we are using is the nickname of the section, ERMAP and these are some of the
things we are doing and some of our objectives. The newsletter is very good and I would encourage you to get
that and read it. There are sessions of these types at meetings. Also, the ERM symposium is a great source of
information about Enterprise Risk Management, and you see some of the other things that we currently have on
our plate.

One of the areas that the SOA is working on is the development of a new risk management designation. You
have probably heard about it, the CERA designation, roughly equivalent to ASA level and you will hear more
about the specifics of that in the near future.

So that is a bit of an introduction to what risk management is all about. I know I covered a number of things
pretty quickly, but really I wanted to give you a feel for the components, the scope of risk management. Now
Hélène will talk a little bit about what they have observed in terms of trends in ERM. Hélène.

Speaker Hélène Pouliot: Thank you, Doug.
Alors comme Doug l’a mentionné on fait régulièrement des sondages auprès des compagnies d’assurance

partout dans le monde et on essaie à chaque deux ans d’illustrer quel est l’état de la situation au niveau de la
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gestion des risques. Alors je vais présenter certains résultats de notre dernier sondage. Il va y avoir beaucoup
d’informations que j’ai sur les « slides », mais je ne passerai pas à travers tous les détails, on n’a pas le temps de le
faire.

Les sujets que je vais discuter sont les suivants : alors l’état de la situation en général sur les sondages, quels
sont les objectifs, pourquoi on fait la gestion des risques. Comment on s’organise pour faire la gestion à l’intérieur
d’une compagnie parlant un peu du capital économique Doug l’a mentionné, c’est une façon de mesurer les risques,
ça devient de plus en plus important. La communication du risque est aussi très très importante, alors on va en
parler un peu, quelle influence cela peut avoir sur la façon de prendre les décisions et puis en conclusion c’est un
peu l’état de où on est rendu au niveau de notre potentiel de faire la gestion des risques.

I am now going to switch to English for the rest of it.
So the important findings of the survey are as follows. Across the globe, this is really generally, there are many

many differences by country, by region, but across the globe we see that ERM is becoming an integral part of
doing business. It is more important and I will get into that in a little more detail.

Insurers are taking sophisticated views of risk, looking at the impact of risk on capital, on value of the
company and on earnings. Economic capital is becoming more and more important to measure risk. In Europe
solvency too has a big influence. I am not going to get into anymore detail on Europe, but there is a feeling that
although it is not going to change total capital requirements, it will have an impact on products and various risk
exposures. And the last conclusion is that there is still a lot to do. When Doug was talking about the role of
actuaries, definitely actuaries have lots of room to get risk management in better shape.

So, as I said earlier, an ERM is an integral part of doing business. When we asked various companies ‘why are
you doing ERM?’, they just say well it is just good business practice to do ERM, it is part of our general risk
management efforts. There are different influences that affect ERM. Rating agencies have a definite impact and
particularly I would say in North America. The focus is changing, that is part of the evolution of risk management.
In the earlier days there was a lot of focus on what are the risks, what re the important risks and how can we
prioritize the risk. Now it is more a question of how can we manage those risks and what do we do about our risk
profile. So it has gone a long way. There is also an evolution in terms of the organization and I will come back to
that and in terms of reporting as well.

The impact of risk management, as I said, it is on capital, it is on value and earnings. But I think what is
important to remember is that nobody uses one measure of risk or looks at the impact of risk on one element. On
average, companies were telling us they were using 2.5, in fact to be precise, measures of risk, so it impacts
different areas. And as you see there, depending where you are, if you are in North America you are looking at your
GAP results, if you are Europe it is the impact on embedded value.

Economic capital is the most important measure of risk. Lately there has been a lot of effort globally to
develop economic capital. We are talking about two-thirds of the companies globally already have some form of
economic capital. It doesn’t mean it is perfect, but it is some form of it. And another 19 per cent were telling us
well we were seriously thinking about the developing economic capital. Why are they doing economic capital? A
lot of people are saying well, in every region there is regulatory capital, so why would you want to develop another
measure of capital? The first reason for doing that is for capital allocation. In total, there is a constraint, but then
you want to reallocate your capital to where the real risks are.

The approaches, like we say, vary a lot by region and I will come back to give you a little more detail on the
different approaches. And also the risks that are covered by economic capital have been expanding gradually. There
is still a lot of room for improvement on ERM generally. The risk measurement itself, including economic capital,
is an area where a lot of companies feel they need to improve, in particular, to be able to quantify operational risk,
as Doug was mentioning. There is a also a need to find the right risk performance measure, real performance
measures that will take into account the risk behind the business. And finally, again on economic capital, still
some efforts to do to improve on what we have so far.
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Now, we are going to talk about the objective. Doug touched a little bit on that, so I will go pretty quickly.
This is almost like a confirmation of what he was saying. But there are many objectives to ERM and one of the
first objectives is to be able to quantify the risks. It is one thing to identify the risks, but it is very important to be

able to quantify them and then to be able to manage those risks. And, as I mentioned earlier, I am not going to
go through this in detail, but there is a lot of influences, external influences as well, that affect the way that you
do risk management.

Let us talk about the organization, how do companies organize themselves to do risk management? In many
cases, we see that there is either a chief risk officer or in Europe they tend to call it a risk management director,
but it is one person that is responsible for risk. And this person, who they report to, also gives you a sense of how
important it is. And you see in 45 per cent of the cases this person reports directly to the CEO, so it is definitely
a very important step. If it is not to the CEO, in many cases it will be to the CFO.

In addition to having this person in charge of risk management, how do they actually do this? In many cases
you see that, 68 per cent of their cases, we were told that companies had what they called a cross-functional risk
management committee where they bring the different lines of business to people that know the business, they are
aware of the risk, they bring them together to discuss how they are going to quantify them, how they are going to
measure them and how they are going to be able to manage these risks. So that is the most common form. And
you see that in addition to the 68 per cent there is another 19 per cent that at considering doing this, so it seems
like a very common way of doing it.

Moving on to economic capital. As I said, it is a very important measure of risk. Economic capital is one, but
other people will use simply regulatory capital as well. But economic capital is becoming very important. It varies
according to the areas. You see that in the UK, Bermuda, Asia Pacific it is very very common. Re-insurers and P&C
companies have a bit of a heads up on that, although in North America it is becoming more and more important
as well.

I mentioned this before, why do economic capital? The main reason that is mentioned is the allocation of capital.
But it is also to be used as a measure of risk-adjusted performance, so being able to measure the performance in
relation to the risk capital as opposed to the regulatory capital which is, in a way, just sort of an averaging of the
real risks. The regulatory formula is basically a reflection of the average risk, but is not really a good measure of a
company’s risk.

What methods are used to develop economic capital? In many cases, as you see from there, the stochastic
approaches are a favourite. And I would say that from our experience this is more in Europe that stochastic
approaches are used. The European companies have developed a lot of stochastic applications and so it was
natural for them to take those stochastic applications for the economic capital measure. Also, what is frequently
used is what we call stress and deterministic scenario testing rather than stochastic testing. What we also see is a
combination, for certain risks you will use stochastic modelling and for others you will use deterministic. And there
is always the factor-based approach that looks very similar to our regulatory approach.

What type of risks are covered by economic capital? Well, all the usual and the most important risks, as you
see there in different proportions, I think anything, all the risks related to market and credit risks were the first risks
to be covered by economic capital and quickly followed by the typical insurance risk and most often they are
covered there, except maybe you see that for policyholder behaviour this is a risk that is more difficult to measure
and it is not covered in as many cases.

The operational risk, and Doug mentioned that as well, is more difficult. This is an area where we need to
expand more. Typically, companies will divide their operational risk between event risk and business-related risk,
and I will try to measure those separately. There are different approaches that have been developed to do this, but
there is still not total agreement across the board on how to do this.

What is also important in measuring economic capital is determining the risk tolerance level. At what
tolerance level are you going to do this? Are you going to do this at 100 per cent level or are you going to be able
to live with maybe a little less than that? The survey results were showing us that the factor most often used is
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simply a percentile level. So it will be done let us say at the 95 percentile level, 99 percentile level. What is also
very common, especially in North America, is to use a CTE basis for doing this.

What duration then should you use? Once you determine your risk tolerance level, for how long should you

be looking at your risk, especially when most of your business is life insurance, which has very long duration. And
I think it is interesting to see that there has been a significant change there. It used to be that companies would
use between a two and a five-year period to calculate their EC and now it has gradually come down to one year.
Now, we have to say that there is a big influence here from the Solvency II which has defined economic capital as
being over a one-year horizon and we think that is why more and more companies are tending to the one-year
period.

Now, once you have calculated your various economic capital requirements, and typically it is done risk by
risk, how do you bring this all together to be able to say, well this is my total company risk? Certainly, it is not the
sum of all the risks because there are important correlations between the various risks. So the most common
method of doing this is to develop a correlation matrix where you will be able to define or determine to the best
of your knowledge what you think the correlation is. And for some risks it is more intuitive than for others.
But typically, that is what is done, a correlation matrix is developed and the risks are put together with that
correlation matrix. Now, if you are very ambitious you can start doing copulas or you can start doing what we call
integrated models where you will do a scenario testing or stochastic testing where you will bring all of your risks
together under one scenario. It is easy to say, but it is not as easy to implement.

So we said a lot of companies do economic capital, that is good, that means there is a lot of improvement in
terms of measurement. But there are still a number of areas where, generally, it is felt that we need to approve on
our approaches. And the first one that is mentioned is in this aggregation of the risk, because it is a difficult thing
to do, it is difficult to assess in particular the correlation between the risks. Improving applications, many times
mention stochastic modelling as being more difficult to implement. And, as you see, the list is pretty long here of
items that needs to be covered or improved on.

Moving on to risk reporting. That is important because that is communication of risk if you are able to
quantify it. Now, what do you do with it? And you see that more and more there is regular communication to the
board of directors, at least on an annual basis, so that is a subject of great importance. Then there is reporting to
senior management on a more frequent basis. Everybody has to know where we stand on risk and what we are doing
about it. Shareholders are also interested in risk more and more. Regulators, definitely. Rating agencies, as I said,
and then generally, it is encouraged to do internal communication on risk so that everybody understands what we
are doing with it and why we are doing it. It is part of the culture, as Doug was talking about.

On decision making, ERM is used to help the decision making process. And here I think it is interesting to
see when we ask companies in which areas of decision making it was mostly used, again you see the asset, the
investment strategy. Remember those kinds of risks were the first ones to be measured. Those are also the areas
where it is felt ERM is used the most – that is, to make decisions about asset investment strategy. But it is also used
for business planning, strategic planning, reinsurance purchasing, it is used in several areas.

In terms of compensation, it has been talked many times about linking risk management to compensation.
It seems like we are not quite there yet. I think it is because we are not still quite satisfied with the way we
quantify risk. But once we are, I think it is going to be an essential part of future compensation programs.

I will just close on the capabilities. Again, there is a long list here, but it gives you an indication of this is the
score card where companies feel they are – remember the people that were answering our questions for the survey
are not necessarily actuaries. In many cases they were CROs or they were CEOs and this is their view on where
we stand on ERM generally. So there is a lot of satisfaction. If you look at the dark blue, this is considered important
and that is where they feel they are satisfied with our performance, so asset liability management process, risk-transfer
techniques and so on.

I think it is very interesting to focus on this slide, which is the area where you see the factors that are
important but where it is felt that we need to improve on. So external risk reporting, so there is further need for
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communication, so getting our act together and being able to clearly express what we do with ERM is an
important factor along with others that are there too.

So on this I will close and pass it onto Altaf.

Speaker Mr. Altaf Rahim: Good afternoon. I wasn’t sure what to expect being the final presentation on a Friday
afternoon in Vancouver, so I am glad to see a turnout and that not everybody has left yet, so that is fantastic. I
promise my presentation will be short.

I will be giving you a company perspective on enterprise risk management and some of the things that we have
done at AEGON Canada. In terms of an agenda I will briefly give you an overview of AEGON Canada and how
we are structured. I will describe to you the purpose of ERM from an AEGON Canada perspective, what it means
to us, go through some of the components of our implementation of an Enterprise Risk Management framework
and discuss some final thoughts in terms of what are the key components to really having a successful Enterprise
Risk Management framework.

AEGON Canada consists of a number of companies, the biggest one being Transamerica Life Canada, which
probably most of you are familiar with. It is the biggest piece of AEGON Canada. In addition to Transamerica
Life we do have a capital management arm which provides active asset management, it is about $8 million in
assets, and there is also a fund management component which offers mutual funds through the IMAX brand. The
last two, we have a franchise financial planning company which offers financial planning to individuals and we also
have a mutual fund dealership which offers advisors access to Canada’s top mutual fund companies.

We are a member of the AEGON Group, which is a big group. And the philosophy of AEGON
headquartered in N.V. is really to have a decentralized approach. And what it does, it gives each country unit the
autonomy to run their business the way they see fit in terms of their market conditions and regional perspectives.
However, there is an oversight with a group called a group risk and they are responsible for all the risk
management activities at the group level.

In terms of AEGON Canada, we have our own risk management department, which is responsible for the
risks of the Canadian operations, but we also work very closely with the U.S. Corporate Risk Department as well
as the Group Risk Department in The Hague.

We have an Enterprise Risk Management policy that is approved by the board. Essentially, what it says is
that ERM is the ongoing process of developing, implementing and monitoring financial and operational risk
strategies. It is important to have a policy that is approved by the board, that the management understands what
you are trying to do with Enterprise Risk Management. Because really, effective risk management is one way the
company can protect and enhance enterprise value by developing a framework to minimize exposure, limit
uncertainty and really maximize opportunity within a given set of risk tolerance. And it is important to note you
are not trying to eliminate risk, you are really trying to manage and mitigate some of these risks. The other big
component for our Enterprise Risk Management policy is really that we want to be able to coordinate all our risk
management activities within AEGON Canada.

In terms of our implementation of ERM there are about five components that I will walk you through. The
first one is the risk management mandate. In addition to an Enterprise Risk Management policy we also have a
risk management mandate which outlines what the role of the Risk Management Department is. And essentially,
again, this is a board approved policy that gets reviewed every year, and what it really outlines is that the Risk
Management Department is responsible for driving the company’s risk management objectives. These objectives
are set by senior management as well as the board of directors. There are a couple of key components to the
mandate. One is that the risk management function act independently, so that we don’t necessarily own any of the
work, we are working with our business partners who are really the experts in understanding the work, and what
we are trying to do is understand what the risks are, try to mitigate some of these and identify some of the key risks
for the company.

The audit committee of the board is really responsible for the risk management activities of the company, and
so it is important that the risk management area provide them, on a quarterly basis, risk reporting so they can
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fulfill their obligations and really get an understanding of what are the activities we are working on, from a risk
management perspective, and what are some of the strategies we may be implementing or looking at.

The last piece that is also important is that the chief risk officer has something called an in camera session, a

private session with the presidency on a quarterly basis as well as the audit committee and it allows him the
opportunity, if there are any issues, to understand those issues that the board or the presidency are facing from a
risk perspective.

When we were creating our framework we had some objectives in mind. We wanted a framework that
provided a clear reporting structure for all financial and operational risks. We really wanted to try to aggregate all
the risks at the highest level. What that allowed, is we now have something called a Risk Capital Committee and
I will describe its role a bit later. But it really gives them the opportunity then to review all the information in terms
of risks that are being worked on by the various working groups and the committees within the organization.

The other objective and an important one, is to really limit the silo effect. Many times what you have within
a company is different areas working in similar risks, but they are not necessarily talking with each other or
communicating with each other. And from a risk perspective it is very important to aggregate all those risks
because you may have offsets, so you really need to understand the risks at an enterprise or an aggregate level and
that is really where you can start being very proactive in your decision making. Hopefully, you know, the biggest
objective that you want is you want your framework to allow you to have an early detection of potential issues
facing the company.

There are obvious benefits to understanding the risks at an earlier stage. What it does allow you to do is to
go back and do some analysis and come up with various options. You can either accept the risk or move away from
the risk or try to mitigate the risk. Too often the issues at risk occur and you are trying to then be reactive and you
don’t necessarily have always the best solution.

So what does our ERM framework look like? What we have really done is at the top there is something called
a Risk and Capital Committee, which is responsible for all the risks of the company. And then we have broken
down our risks in really five components and some of these will be very familiar to you in working with your
company. There is a risk management component; there is an ALM component; capital management; operational
risk; and compliance risk management. The asset liability and capital management, the things that we do there in
terms of managing some of the liquidity risk, interest rate risk, many companies have been doing this. And, as Doug
pointed out, actuaries have been doing this for sometime.

On the risk management side you will notice economic capital – we are part of a European insurer, so
economic capital is an important piece and we are doing a lot of work now trying to get to an economic capital
model. And that allows us to really be able to aggregate all our risks and have some consistency in risk reporting.

I mentioned to you that we also worked with the group’s risk area as well as AEGON U.S.A. and so the
portfolio management team is really a monthly discussion with AEGON U.S.A. with respect of some of the risks
that they are seeing, but that needs also to be reported up to the Risk and Capital Committee. So it is important
to the Risk Capital Committee to understand all of the work that is being done.

We also have a policy governance component. Again, a lot of times to be able to manage your risks and
identify those risks you need to have a baseline structure in terms of the policies, what you are allowed to do, when
you need to escalate certain issues.

The last two items are more related to product development. We are always looking at pricing of risks,
understanding the product itself. But just as important is to understand the implementation of those products.
Products are very complicated now, so you want to make sure that your systems can handle the features and you
don’t have any issues from a systems perspective in terms of how the product is supposed to function.

Remember, Enterprise Risk Management is about all risks. And so if you look at the last two columns, the
operational risk side and the compliance risk, those are important aspects of Enterprise Risk Management as well.
Operational risk is not an easy thing to do, it is very difficult, there is a lot of discussion on it, you are trying to
find data. But that is something we are starting to look at and, at least qualitatively, understand some of the
operational risks that some of the business units are facing.
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The crisis management team, and most companies have this, you know, if the power is out, there is a
snowstorm, this is a group that comes up with the plan on what should be happening in terms of the employees.
But it is also important that the Risk and Capital Committee understand any material risks that these individuals

are working on. So if they are working on pandemic planning, that also has to be filtered up at the highest level
with this Risk and Capital Committee.

A lot of times IT risk management is not really included in Enterprise Risk Management, but it has an
important function. You may have legacy issues in terms of your aging systems, your systems not being able to
function the way you are expecting them to do, there may be security issues with your systems. So that planning
has to, again, flow through the flowchart and we have included that aspect of the risk within our framework.

And the last piece is the compliance risk management and these are legislative in nature, but they can be fraud
reporting, you can have some sales practices and things like that that are as important for a reputational risk, and
so we have been putting that into our framework as well.

We talked about the Risk and Capital Committee and essentially it is comprised of senior management of the
company. So it is the President, CEO, you have your appointed actuary, your CFO, individuals from the legal area
as well as the investment and the risk management area. They are really responsible for overseeing the planning,
directing and the implementation of the management of risks arising from its operation and strategies. They will
be looking at identification of material risks, so you need to understand all the risks and this group is the one that
needs to be able to say, you know, here are all the risks that have been identified by the various working groups.

They will be implementing the financial and any operational risk strategies. Again, resources are limited,
so we need to identify where the risks are that we are most concerned about and where the Risk and Capital
Committee spends our resources implementing some strategies or understanding a little bit more about the risks.

Some of the other items that they are responsible for, and they are responsible for at least the risk management
matrix. You need to try to have some matrix so that they understand, you know, was there exposure to some of
these risks, when do we need to be concerned or take actions? We talked about policies and operating guidelines.
All the policies flow through the Risk and Capital Committee and ultimately then they go to the board for
approval. But it is the Risk and Capital Committee that is responsible for reviewing these and making sure that
sufficient policies are available from the company’s perspective.

It is fine to have policies, but you also need to have a measurement of compliance. These policies will have
reporting guidelines in terms of risk limits and so you need to be able to make sure that you the individuals
responsible for those policies are compliant to these policies, otherwise the policies themselves are not meaningful.
And then a final piece is, you know, really reporting the results of the risk monitoring to the board so that the board
understands, you know, what pieces of the company working on in terms of understanding its risks.

This is similar to the framework that you saw earlier. But what we have done here is we have embedded all
our board policies, internal policies within this framework. It allows a quick snapshot, you understand the policies
you have, so if a new risk comes in or someone has a concern you can tag it to one of these policies to make sure
that they are accounting for that risk. The shading does mean something. The light shade, for instance on the risk
management side, the Enterprise Risk Management policies, those are all board-approved risk management policies,
so these go to the board on an annual basis, they get to review them and make sure that they are comfortable that
processes are in place from the company’s perspective.

The other shaded ones are more internal policies or they are policies that are affected by group’s risks
or AEGON U.S.A., which have some of the policies. And so what you are trying to do is really try to cover
everything. You will notice that from an IT piece there is IT risk management, they have some security standards
and a staff security handbook. So all the risks of the company and the policies are available to the company and
we have been trying to put this into a framework to get a better understanding of it.

So once you have the framework and you have been able to identify some of these risks, it is important to do
some sort of risk reporting. And again, as actuaries, a lot of companies have been doing stress tests on equity,
interest rate and mortality over time and it is important to monitor these on a periodic basis, because these
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sensitivities will change based on policyholders behaviour, based on the risks that are emerging. You can actually
get sometimes a trend of some of the risks that may be coming up that you should be concerned about.

In terms of our risk reporting, we have something called a credit name limit policy and essentially what it is

trying to do is measure the company’s economic exposure to credit risk. So for the various credit names we assign
a limit based on their rating and then we go back and measure our exposure to this credit name limit. The idea is
that you may have a warning or a violation if you are in excess of these limits and what you are really trying to do
then is to have an action plan either to go and get some credit drivers to help you offset some of this risk or to try
to sell some of that credit name so that you are back under the limit.

A couple of other items in terms of risk reporting. Liquidity risk is done on a quarterly basis and this really
allows management to identify any issues that may emerge over a two-year or a three-year period. We need to
ensure that there are enough resources at hand so we can pay off the obligations that will be coming through.
These are done through various stress scenarios too, so we have our normal scenario and then have a pandemic or
an extreme scenario to see what that would do to the cash flows.

Then the operational risk. Again, this is very very difficult to do, but we have embarked on that. We meet
with our various business units and we try to get a qualitative understanding of what are some of the risks that they
are facing from an operational perspective. Then we try to put a number around it so that we know which ones
are the big ones that we need to be concerned about and which ones we don’t need to be as worried about.

The last piece is the compliance of the board-approved policies. The policies themselves set an infrastructure
where the management understands, you know, what the limits are, what the action items are. So, for instance, in
our product design policy there would be sales concentration limits, you know, how much can one adviser have
in terms of his business, how much can one distribution channel have, that can vary by region. And so once you
are above these thresholds again, they trigger conversations and action plans around are we comfortable with that
risk or do we need to take some measures to get that under the guideline threshold?

To have an effective risk management there are a few key items, from my perspective, that I think you need
to have and Hélène and Doug have alluded to some of these items. The Enterprise Risk Management has to be
important from a senior management perspective, they really have to buy into that, it is an important piece, in that
it is not just a process of compliance reporting. It has to be a culture of the company and you are really trying to
embed risk management in the culture of the company. Because at the end of the day it is not this Risk and
Capital Committee, they can’t do everything, it is that frontline, the operational people, people that are pricing
the products, they need to be aware of some of the risks and if it is a risk that the company should be taking or
not.

From our perspective, risk management needs to be viewed as a business partner. It is very difficult when, you
know, the risk management department goes to the various units and asks for reports and these departments are
very busy. So what we are trying to do is engage them as a business partner, let them understand some of the risks
and then we can help them with their system to try to develop strategies or understand the risks in a better fashion,
and that is a challenge at times. Once you have that, you are really trying to get some proactive identification of
risks. At the end of the day you want to be able to know what the emerging risks are so that at that point the
company can start making decisions around mitigating some of that risk or accepting that risk, if we are comfortable
with that risk, it is within our tolerance limits, and then just move forward with that.

You can have proactive identification, but if the company is not willing to develop strategies to mitigate some
of those big risks, then you really don’t have a successful Enterprise Risk Management framework.

Thank you.

(applause)

Moderator Brooks: Well, we have finished bang on our scheduled time, thanks Hélène and Altaf for that.
So we do have sometime for comments and questions, although I am sure either the Vancouver area or your

flights may be attracting you, but I certainly would encourage any comments or questions that anyone has.
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Mr. (??): Hi, Sham Stalad (ph)@58:36. Can you comment on how what you have talked about contrasts with the
level and sophistication of ERM techniques for organizations outside of the financial services industry and to what
extent are actuaries really working with such organizations today?

Moderator Brooks: Okay, I will start off and maybe Hélène or Altaf would like to comment as well.
There are a number of industries outside of insurance or outside of financial services that have done a great

deal of work in Enterprise Risk Management. The banks, of course within financial services, the banks have done
a lot of work in Enterprise Risk Management, although very heavy emphasis really on credit risk, which is key
risk for the banks, to a degree on operational risk, although I wouldn’t say measurement of operational risk is
particularly well developed in banks. And it is also very different from the types of operational risk you often get
in insurance-based organizations. And banks have also done work in market risk, although I would say that that
is probably more developed in an insurance context.

Obviously, what you tend to find is that companies and industries work on the types of risks that are
particularly important to them. Other industries that have put a lot of work into Enterprise Risk Management
include the energy industry and pharmaceutical companies who have both done a lot of work, obviously again,
with the particular, you know, areas of importance to those industries. One of the things that, you know, I find is
that you can often learn an awful lot by talking to someone in a different industry who has approached maybe what
looks on the surface like quite a different problem. But, in fact, there are a lot of common roots that really link
that to the types of risk that you are facing and you can often learn from techniques that others are applying.

I guess, you know, from my perspective, those are some of the industries. Although, you know, there is a lot
of work going on in Enterprise Risk Management in a number of different industries, but I would say particularly
energy and pharmaceuticals as well as financial services are some of the key ones. And again, you know, in talking
to chief risk officers at different organizations you find that a lot of people are facing almost exactly the same
issues, you know, as we are in insurance-based industries or financial services. So it is quite interesting to talk to
people about the types of challenges that they are facing, that is what I found.

Hélène, do you have any comments on that?

Speaker Pouliot: Nothing more than that. I think you have hit on the main – I was going to say, as well, the
mining and resource industry and the pharmaceutical. And the pharmaceutical industry is very interested in
operational risk we find. It is interesting, because they actually come to us and they say we are looking for
actuaries to help us with our operational risk issues. So somehow they relate actuaries to operational risk, so it is
very interesting.

Moderator Brooks: Hopefully, not as a cause.

(laughter)

Speaker Pouliot: No, a solution.

Moderator Brooks: Yes, I know some actuaries working in other types of industries, although it is obviously the
vast majority of actuaries that are working in risk management are doing that within financial services. And I
believe – well, Prakash has worked with energy companies, Prakash Shimpi, who is I think the ERM lead at
Towers Perrin has done a fair bit of work in the energy industry, for example.

U-M: Hélène, you talked about incentive compensation linked with risk management and I just wonder how that
would work in terms of what the measurement would be in terms of incentive compensation?
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Speaker Pouliot: Very often compensation is related to performance. But then should it be related to
performance perse or should it be some type of a risk-adjusted performance? So in that sense I think that when
we get to a more sophisticated quantification of risk a lot of companies are telling us that that is, you know,

eventually where they want to go. Already we know that there are a number of companies that do like embedded
value measurement, that they will relate embedded value to compensation for their executive, so it would be kind
of a step further, because embedded value is most often using regulatory capital. So if you replace regulatory with
economic, then you would have a full picture or the full risk-adjusted performance measure.

Speaker Rahim: And I think with economic capital you will see more of the performance tied to the economic
capital numbers because it covers all the risk. I know within AEGON, as we are moving through this economic
capital, there has been discussion at some point, you know, that the performance that a country unit gets will be
tied to their economic capital numbers, but we are still not there yet.

Mr. Scott Frank: I have been out of Canada a little bit. Whatever happened to DCAT and do we still do it in
Canada and how does it relate with this? Where does it overlap? Because I remember it coming into your strategic
plan and test it for five years. And I know it is different, but is work still done on DCAT and does it overlap this
work?

Moderator Brooks: Well, I will start and Hélène and Altaf will probably want to comment as well.
Yes, DCAT is alive and well and I would say DCAT is a risk management tool. It is one of the tools that is

part of a risk management framework, it helps to identify certain types of risk, but I think it needs to be seen as
part of an ERM framework and one of the things in the toolkit. It is obviously, as I say, oriented towards certain
specific types of risk. One of the things that I have done is reconcile what DCAT is telling me compared to what
some of the other risk measurements I have are telling me and making sure, you know, the story is consistent and
so on. But I very much view it as part of the toolkit.

Hélène, Altaf?

Speaker Pouliot: I think DCAT has often been seen as sort of a compliance tool, we do it because we have to and
sometimes it doesn’t get the appropriate profile, but it is definitely a risk management tool. But again, it is driven
by regulatory capital, it is not necessarily the true picture of risk from the company’s perspective.

Speaker Rahim: And from our perspective, I mean, it is an important tool as well. Again, I think Hélène is right,
it is a compliance piece, but we work very closely with an actuary to understand what scenarios we should be
testing and so it gives us kind of an idea of what some of the risks are. And from the board’s perspective as well,
because they see that five-year plan on an income statement and they get a lot of value out of it as well.

Moderator Brooks: Any other comments, questions? Okay, if not, then thank you all very much for your
attendance and participation.

(applause)
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