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Moderator André Choquet:… everyone and welcome to the session ERM—Not just for Insurance Companies.
We have a very exciting session lined up here, we have the pleasure of having with us this morning a CRO from
a non-insurance company who was implementing an ERM framework at a time when many insurance companies
were still toying with the idea of implementing one. We will tell you also how ERM evolved in the non-financial
sector and we will also tell you about an aspect of ERM that is often overlooked or ignored by many companies
and that’s pension risks.

I would now like to introduce you to our speakers in reverse order of appearance, John Fraser at the end of
the table has been the Chief Risk Officer of Hydro-One Inc. since 2000 and he has implemented ERM since
then; by 2003, his Corporate Risks Department was running 40 to 50 risk workshops a year producing semi-an-
nual risk profiles for the Audit Committee and the Board and had integrated ERM into the business planning
process. He reports to the President and CEO, to the Audit Committee and occasionally presents to the Board;
he’s also responsible for the Internal Audit Department. Prior to Hydro-One, he has held many internal audit and
quality assurance positions at companies in a wide array of industries. John is the Chair of the Strategic Risk
Council at the Conference Board of Canada and a member of the ERM Center Advisory Board of the US
Conference Board.

Our next speaker could not actually be here with us but we do have a picture of him. There you go! (laughter)
He looks quite young there considering all his experience and I wonder if it’s an old picture. Menaz Alani(Ph) is
a consulting Actuary, a Principal with Towers Perrin. He specializes in providing strategic actuarial and risk man-
agement consulting services to major private sector companies. Since joining Towers Perrin in 1981, he has pro-
vided human resources consulting services to public and private sector companies. Menaz holds a Bachelor of
Science degree in actuarial science from the City University in London. He’s one of the first Actuaries to hold a
CERA designation from the SOA. In his voluntary capacity, Menaz has served on several CIA and SOA commit-
tees, the latest being the CIA ERM Applications Committee, the ERM Global Designation Syllabus Committee
and the SOA Joint Risk Management section. Menaz‘s presentation will be delivered by Nathan Fons. Nathan is
a consulting Actuary withTowers Perrin. He’s an FSA and has just received his FCIA diploma here in Quebec City.
Actually, you don’t know this, Nathan, but your receiving your diploma depends on how you will perform today
as a presenter. (laughter) So there’s a last little exam here.
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And finally, my name is André Choquet, I have 17 years of consulting experience with a variety of employ-
ers from the largest benefits consulting firm in Canada to the leading actuarial firm in Jamaica to a small boutique
consulting firm where I was developing individual pension plans and also I worked for a leading global consult-

ing firm, Watson Wyatt. At the Royal Bank, my last employer, I was Director of Pension Benefits for North
America and I had brought multidimensional responsibilities for key elements of the Total Rewards Program cov-
ering 70,000 employees and retirees.

I’m now actually looking for an ERM position where I can manage and integrate workforce risks and other
enterprise risks such as operational, strategic, reputation and financial. I strongly believe that actuaries have the right
skills to actively participate in the development of ERM, given our training in risk analysis and that’s why I ac-
cepted the Chair of the ERM Applications Committee last August. I graduated from Concordia University in
Montreal with a BSc in actuarial mathematics. I have served on the CIA Public Relations Committee, the Pension
Plan Financial Reporting Committee and the SOA Retirement Practice Area Working Group for SOA Education
and Redesign.

So I’ll start the session today with a presentation on an aspect of ERM that is not very well integrated, based
on my talks with CROs not very well integrated with other risks in the company but maybe it should be and that’s
pension risk management. So this is the agenda for my talk. First, I’d like to share with you a few thoughts about
why organizations set pension plans; then I’ll go over various sources of pension risks and the tools used to quan-
tify and illustrate them to plan sponsors. I will also talk about techniques companies may use to hedge against cer-
tain risks and I’ll finish with my view about the link between pension risk management and enterprise risk
management. So I must thank Watson Wyatt worldwide, my ex-employer, for the use of some of the slides I’m
going to use today.

So why do organizations have pension plans? There are certainly tax advantages to employers for doing so but
then again, there’s no tax incentive to set up a health benefit plan and employers still offer them. So where I stand
on this issue, and that may shock some of you, that if companies offer pension plans it is not out of social benev-
olence but because there’s an economic reward for companies to do so. Human capital, it’s a huge investment for
a company. The 2006 Key Trends in Human Capital Report from the PWC Saratoga Institute cites that the av-
erage US firm spends 35% of its operating expense on employee compensation and benefits.

So like for other company assets, the company wants to optimize the use of human capital and just like a sink-
ing fund facilitates the renewal of equipment, the pension fund assists in renewing the workforce by facilitating
the early transition from active to retired status of employees. The pension fund also reduces the probability of hav-
ing on-the-job pensioners so these are workers who don’t have enough of a pension to retire and remain on the
company’s payroll without really benefiting the company. Pensions help in attracting and retaining labour An em-
ployee who terminates costs an organization up to three times his or her salary just in trying to find someone else
to replace that new person.

So all of the above is true if the company is expected to outlive its workers, that’s why decisions about a com-
pany’s pension plan depend so much on the stages in the lifecycles of the workforce and the organization. A com-
pany at the end of its lifecycle about to be taken over or about to embark on a massive reorganization or on the
brink of bankruptcy will not be interested in ensuring there’s an organized transition of its workforce. It will be
more interested about making its balance sheets in ita books look clean and stripping risk away for a potential suitor.

This model is a view of the issues related to pension risk management. In the middle, we have five areas of pen-
sion risk, financial management, that’s the financial impact to the company of the plans funding policy and ac-
counting policy, portfolio management, that’s the impact of investment policy, strategic asset mix, investment
management structure, benefit policy deals with the risk attached to the design of your pension plan and then there’s
compliance risk, not complying to Government Regulations and Industry Regulations and then benefit delivery risk
which is the risk linked to how benefits are delivered either internally, through a third party or a full outsourcing.

So each source of risk in the middle can have an impact on the others and, therefore, strong governance and
monitoring policy is very important to ensure comprehensive management of these issues. The responsibility to
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control organizational risks is jointly owned by HR and Finance. Finance traditionally being more focused on the
financial portfolio and HR being focused on the other three non-finance risks.

I will now show you some examples in financial portfolio and benefit policy of how risk can be quantifiedand

illustrated. The circle at the top right just shows you where we are in the risk wheel that I showed you in the pre-
vious slide. So we are in the financial management risk. This slide shows where a company stands relative to its
peers in the industry and also relative to database of public companies issuing Canadian Financial Statements. In
this case, the industry is the financial services industry and the metric we are using on this graph is pension ac-
counting liability divided by shareholder equity. So you can show any risk metric that you want using this type of
graph and CFOs tend to appreciate this. For example, to show the impact of adopting the new accounting stan-
dards, International Accounting Standards, in 2011, you could show unfunded liability over shareholder equity
since the unfunded liability on the balance sheet will reduce shareholder equity.

This slide models over time a typical plan with a 50-50 mix of active and inactive liabilities and also shows
the evolution of assets assuming a certain investment policy. So assuming this model started on the left-hand side
with a 95% solvency ratio, that’s the green line, in December of 2006, the ratio would have been about 90% at
the end of April, 2008. This type of graph is good to demonstrate and to discuss with employers how asset risks
and liability risks combined to lead to a solvency ratio risk for the pension plan. For example, the solvency ratio
depends on the level of interest rates and from October, 07 to April, 08, the discount rate for the first ten years on
non-indexed cash flows went down from 5% to 4% leading to a drop in the solvency ratio that we see there.

This slide is accompanying the previous one to show the shock in interest rates or the return on assets needed
in order to obtain a fully funded solvency status. So this is a deterministic projection. You could also do a stochastic
projection over a one-year or two-year period and show the range of solvency ratios and quantify the risk of being
insolvent at the end of a certain timeframe. Even those …maybe there’s some of you who have smaller clients and
I think they don’t … you can justify the cost of the stochastic model but there are software vendors out there now
that sell risk analysis add-ins to Excel so that using your Excel sheet, it’s pretty easy to do full stochastic models
and have hours of fun doing so, or hours of billable time to do so. So in a way, this is similar to what I heard, those
of you who were at the session of Economic Capital yesterday and we were talking about the one-year stress test
metric and it touches on this topic too.

So once the full solvency funded status is achieved, you’ll see a lot of plan sponsors wanting to hedge against
solvency deficiencies into the future and hedge against the impact on their books and on the organization and there
will be three ways to do this: first, you could have a brand new bond portfolio so a cash flow match or a duration
match or both so that the movements up and down in liabilities are offset by an equal amount of movement on
the asset side. This is not so popular because it costs a lot to do like a whole new bond portfolio and we haven’t
seen a lot of, you know, events happening of that kind since the Boots issues in the UK. What’s more common is
using the current portfolio stretcher but using swaps in futures to lengthen the duration of assets so that assets and
liabilities move more closer together. When investing strategies use this method, the main advantage is that you
keep your current manager and your current asset structure. There’s no need for change. If you need more of a
pickup in return, then you can add some data and also relays on top of your LDI strategies.

Another way to remain solvent is of course to have an annuity purchase of your liabilities or do a DB buy-
out. Now, DB buyouts are fairly popular in the UK. In the UK, we had recent use of popular DB buyouts. On
September 26, 2007, Pension Corporation made an offer to acquire Talent PLC and this purchase brought the total
amount of pension assets under Pension Corporation supervision to five billion pounds. The regulators stepped
in to name three independent trustees in this case because they didn’t like the fact that the original trustees of the
Talent scheme were not consulted on the deal. But in April of this year, Pension Corporation came to an agree-
ment with the regulators about the composition of the Board of Trustees.

Rank is another recent new story, Rank sold its pension scheme to Goldman Sachs earlier this year after com-
pleting the first online auction of a pension scheme. The main reason for the sale is because the company had seen
its workforce shrink over the years and the size of its pension plan assets were greater than the market value of the
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company. Goldman Sachs actually set up an insurance company called ROFCA to acquire the pension plan; and
another case is the case of an occupational pension trust which started in September of 07. It will be run as a pen-
sion scheme confederation they call it and claims that it has a new approach to dealing with closed pension con-

cerns. It’s kind of like a huge MET run by an independent Board of Trustees and the regulators are frowning a little
bit upon this arrangement because it removes the employer covenant and removes the employer governance so it
advises trustees of pension schemes in the UK to be a bit wary of such an arrangement. But they’re basically say-
ing that they can do a DB buyout at a cheaper rate than an insurance company could.

In Canada, we haven’t seen any similar deal being approved. I understand that both Quebec and Ontario reg-
ulators have received proposals for DB buyouts but they weren’t accepted. The regulators’ concerns probably had
to do with the lack of an employer/employee relationship between the acquiring entity and the planned numbers.
So you can google these names and you can find a lot of information on the Internet about these deals.

Another risk that is very important these days, longevity risk, and we hear more and more about it and that’s
the risk that pensioners will live longer than anticipated from the mortality tables used to fund the pension plans.
This graph shows the relative value of annuity of age 60 depending on the mortality table we choose. It’s a good
way to show to employers the impact of mortality patterns on the pension plan but the choice of a table is not a
mortality hedge. It is part of the funding policy of the plan and it is a decision on the pattern of advanced fund-
ing. No-one knows the actual mortality experience that will actually appear in a pension plan, so there are two ways
a pension plan can do away with mortality risk or longevity risk: (1) would be to purchase annuities to hedge both
the investment and mortality; but (2) would be to enter into a swap agreement with a swap provider so the pen-
sion plan would pay fixed pension payments to the other party in a swap transaction and then the other party would
pay variable payments that depends on the mortality pattern of your pension plan.

Again, the UK is at the forefront of creativity there and the Pension Insurance Corporation which is a divi-
sion of Pension Corporation I just talked about has launched a new insurance product in May of this year to pro-
tect DB pension fund sponsors against the cost of pensioners living longer than expected. You can find links to
work by Morcellini Lasky(Ph) and David Promeslo(Ph) from York University on the use of derivatives to hedge a
mortality risk.

This is an interesting slide because it shows that sometimes it’s a little bit hard to draw conclusions from a slide
like this so what we have here, we have equity percentage of pension plans on the vertical axis and plan maturity
on the horizontal axis. The two red lines are the median maturity and median equity content.The database, all these
dots, represent public firms in Canada issuing statements under Canadian GAAP.The maturity was defined as total
accounting liability divided by total service costs. So a traditional way of seeing the pension plan as a silo would
lead us to expect that as a plan matures, willingness to assume risks would decrease and the equity content should
decrease. So we would expect the dots to form some kind of a line from the upper left to the bottom right, so from
the more risky to less risky.

But the ERMway of seeing the plan would make us ask, well, what about those on the upper right, those dots
on the upper-right quadrants, they are mature and yet they are high on equity, are they at risk? Well, maybe the
plan’s liability, they’re small as the percentage of the company’s liabilities and, hence, the company is able to take
the risk and to plan; maybe it’s using derivatives to lengthen the duration of the portfolio; and what about the plan
at the bottom left or right with a very low equity component, does it mean that it’s not at risk? Well, then again,
you know, what if a plan was invested only in low duration bonds which is a total mismatch with your liabilities,
what if you had a plan that just converted to a DC and, therefore, the maturity index could be overstated in this
graph. So what this means in that is that in risk analysis, when you use publicly available data like this, you need
to accompany this with a discussion with your employer and to go deeper in understanding the issues at risk.

This slide brings portfolio risk and financial management risk together. Risk budgeting is more than a sim-
ple ALM study: it is a framework to allocate risk amongst different components of pension risk management. Like
any risk budgeting exercise, you need to identify the risk metric you want to manage. In this case, on the vertical
axis, the measure of risk is the level of present value of contributions and solvency deficit after ten years for which
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there’s a 5% chance of occurrence so it’s called, you know, it’s what we call the 95%VAR. It’s the value of the worst
case scenario with which the sponsor can live based on its risk tolerance so using this measure, risk is higher at the
top than at the bottom.

On the horizontal axis is our expected outcome so the level of present value of contributions and solvency
deficit after ten years for which there’s a 50% chance of occurrence. So in this present case, what we did with this
client is started up at the top right with its current policy and manager structure into a series of changes in in-
vestment policy and manager structure. We eventually lowered the risk it was taking and lowered its cost so risk
budgeting is used to make decisions not just on the portfolio side but on the funding policy and benefit policy too
because both the assets and liabilities are modeled stochastically.

We’re on the benefit design risk now and I’ll go over the next two slides fairly quickly and this slide is from
the view of the employer, it shows the range of outcome and present value of cumulative net accounting expenses
over a period until 2014 with various plan designs. So the taller the bar, the more risky the plan design is to the
employer and this was produced as a result of a stochastic simulation. So, for example, the bar at the left repre-
sents the risk pattern of adopting a 1.5% final average design benefit plan and the bar at the right is basically a 6%
DC plan so, intrinsically, we know that DC plans are less risky to the employer but this is a way to show it sto-
chastically on the graph but the flip side of this … yes?

U-M: ?? (Inaudible Question)

Moderator Choquet: Yeah, I would have to check what we use exactly for that particular slide but I would expect
it would have been like a market rate, more like a … so the market rate that we use more for accounting purposes.

So, on the flip side, when you turn to the members, the risk for the members is defined as the volatility in
the replacement ratio and again, there’s a way to model the risk to the members for different plan designs sto-
chastically speaking.

This slide touches a bit on the risk associated with both DB and DC plans and maybe the next risk that will
draw a lot of attention, I would call it the risk that your benefit policy and your workforce needs are misaligned.
There’s an economist at Watson Wyatt saying that assuming Canadian living standards will continue to improve
at historical rates and labour productivity in Canada will continue to increase at an historical rate, then we’ll have
a labour shortage in Canada in 2016 of one million workers and this shortage will grow in the future so possible
solutions to this would be to increase participation rates by older workers or increase immigration but either way,
there may be labour shortages out there and we are already seeing this in Alberta because of the oil boom.

So examples of a workforce policy, benefit policy mismatched risk includes, well, is my pension plan offering
generous early retirement provisions while my workforce dictates that workers should keep on working beyond age
65 because of labour shortages or are you seeking to hire above age 50 managers but meanwhile, you just close your
DB plan and switch to a group RRSP which is less attractive to older workers. But more generally, are you apply-
ing provisions generous enough to attract and retain the right employees, so these types of risk will be discussed
more and more into the future.

We won’t have time to go into the other three areas of risk in that wheel but they’re not negligible, they’re not
as quantifiable risks as the financial risk that we just talked about, those of you who attended the session earlier
today on quantifiable risk would have seen some examples of tools that can be used to quantify these risks also.

This is my interpretation of how I envisage the journey we pension actuaries can take from pension risk man-
agement to enterprise risk management. My presentation was mostly about the risk on the left side and how to
measure tangible risks and how to illustrate the intangible ones. I believe that the process and the tools we are using
in pension risk management could potentially be used in an ERM framework and Nathan and John will actually
speak more in greater detail about the ERM frameworks. But, essentially, it deals with those three questions, you
know, how much risk are we facing.1, where are they from, what category do they fall into, strategic, operational,
financial, how can we measure them or illustrate them using standard deviation models, risk pricing or survey
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tools. 2, is the risk appropriate, so what is our risk budget as a company, are there aggregate limits or specific lim-
its in some areas of our business and what is our corporate policy. 3, which risks are we going to hedge and which
ones will we assume and what tools are we going to use to hedge those risks and the advantages and disadvantages

of each, so these are crucial questions in an ERM framework; and of course, you know, the implementation and
the monitoring are part of the process. Certainly, level of risk governance is necessary at the corporate level to sur-
round all of this.

ERM is meant to be cross-discipline and cross-industry and that’s why we need simple diagrams to express
underlined concepts so here’s one. The successful divisions are there likeWarren Buffet could not have reached their
levels of success by consistently eliminating risks out of their lives. What they have done in turn is to turn as much
possible uncertainty into certainty through knowledge and understanding and in a way, actuaries’ work involves
the same thing, turning impressions into demonstrations and appearances into facts; and given the number of
hockey pools and football pools in actuarial consulting firms, notice that it’s obvious that we are comfortable with
taking risks in our lives.

I will now leave the podium to Nathan to present on ERM outside the insurance sector. The last two slides
contain references of material on the Internet that you can consult. Thank you.

(Applause)

Speaker Nathan D. Fons: So thank you very much, André, no one told me that they could take my diploma away
from me so I’ll do my best but we’ll see. Just to give you a disclaimer although I’m not an expert in this area, I’m
actually giving this presentation on behalf of Minaz Lalani who unfortunately couldn’t be here today because he’s
out of the country.

So Minaz had presented a similar topic at the Montreal meeting in 2007. In that presentation, the focus was
on the similarities and differences between ERM at financial and non-financial companies. He also provided some
practical examples on the use of quantitative risk models. In the Montreal presentation, it was clear that ERM
frameworks used for non-financial companies were similar to ERM frameworks used by financial companies. Also,
the risk categories such as market, credit, business hazard, regulatory and operational are similar for non-financial
and financial companies. However, the significant difference is on the importance and applicability of these risks
to non-financial companies.

Financial companies tend to deal with financial products which have significant market and credit risks; in
addition, there are ample historical and current data available to quantify these risks; on the other hand, the non-
financial companies which do not have training operations tend to focus on hazard risks which are typically in-
surable and operational risks which typically suffer from lack of solid data and precise quantitative measurements.
Both financial and non-financial companies deal in the same manner for business and strategic risks.

Today, the presentation focuses on the key components of ERM that are applicable to non-financial compa-
nies. The presentation will illustrate a typical ERM implementation using a real case study. So now, let’s review the
evolution of ERM. All companies, financial and non-financial, have used risk-based approaches to managing risks
related to strategic planning, operational management and internal controls. This check showing here, courtesy
of Standard and Poor’s shows the evolution of ERM from managing risks from a compliance standpoint to a more
strategic focus on managing risks to optimize returns and all other approaches in between.

As most of you know, the earliest standard associated with risk management was the 1988 Banks for
International Settlements Accord known as Basel I. This document was a breakthrough document in formalizing
bank capital standards with the relatively narrow scope of managing credit risks. The document was amended in
1996 to add market risk for banks trading books; in 1999, Basel II was initially released with subsequent amend-
ments and the final version being released in June, 2006. The three pillars of Basel II, minimum capital standard,
supervisor direction and market discipline, resulted in an expanded set of standards for an ERM framework for
banks and subsequently for other financial companies.
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More broadly, the Committee of Sponsoring Organizations, COSO, published the ERM Internal Control
Framework in 1992 which was amended in 1994 and subsequently released as an integrated framework in 2004.
The integrated framework is being used by about 25% of companies. Internally developed frameworks account

for about 60% and other frameworks make up about another 15% and these percentages are from a May 2008
survey of ERM global practices released by PRMIA.

Without getting into detail on the charts, non-financial companies tend to view risks largely as lost mini-
mization at a business unit level, which is focusing on hazard risks such as business interruptions to avoid large
claims that could significantly impact business results. These risks are mainly mitigated by insurance and internal
controls. Increasingly, non-financial companies are incorporating a risk focus in developing their business plans and
strategic planning; however, these practices are not fully entrenched across business units or at an enterprise level.

Rating agencies have determined that a company’s ERM capability is a key indicator of quality of manage-
ment and credit worthiness irrespective of the type of company, financial or non-financial. Moody has been ap-
plying their risk management assessments or RMA on a selective basis since 2004. By using their RMA framework
which covers governance, risk management, risk analysis and quantification and risk infrastructure and intelli-
gence, Moody has put into practice a view that ERM can be evaluated across all industries. However, they have
really only been targeting large companies with significant exposure to financial and commodity risks.

This chart shown here, again courtesy of S&P, shows the ERM framework that they have adopted for incor-
porating ERM as part of their rating process which is expected to commence in the third quarter of 2008. For non-
financial companies without trading operations, S&P is focusing on four key components: strategic risk
management, risk culture and governance, risk controls and emerging risk preparedness. Initially, S&P will only
focus on strategic risk management and risk culture to evaluate and benchmark the non-financial companies’
ERM capabilities and performance. The expectation is that ERM analysis will not alter existing credit ratings, its
value will be incremental until such time that companies and different industries can be benchmarked against
each other. Suffice to say, over the long term, better ERM performance will mean better credit rating and, there-
fore, lower cost of capital.

This chart, again from S&P, summarizes the information that we just discussed. To summarize, all industries
will have to undertake strategic risk management and adopt a risk management culture, financial and non-finan-
cial industries and, for example, energy companies with trading operations will also have to include risk control
processes, emerging risk management approaches and risk and economic capital models.

On this slide, you can see that 82% of financial companies received an adequate rating from S&P. An ade-
quate rating means that risks are being managed in separate silos, the company possesses moderate capabilities to
identify measure and manage most major risks exposures and losses. Unanticipated losses are somewhat likely to
be expected and risk management is often considered in corporate decision-making. There’s a lack of data on risk
management practices adopted in respect of non-financial companies.

Based on his personal experience, Minaz has guestimated the likely distribution of ERM scores for non-fi-
nancial companies. Minaz expects about 65% of non-financial companies to get an adequate rating with a rela-
tively larger percentage as compared to financial companies, 34% to get a weak rating. So Minaz is also a member
of the Futurist Society so we’ll see how he did on his prediction there.

This next slide is included for completeness so if you’re interested in understanding what’s included in each
of the S&P components, you can read this summary on your own time.

So now, let’s turn our attention to an implementation process followed by a non-financial company which
strategically decided to implement ERM within their company. As mentioned earlier, about 60% of companies
use internally developed frameworks. This is an example of a framework developed by Towers Perrin that was
adopted by this specific ABC Company. As you can see, this is a simple yet effective framework. It starts with the
ABC Company defining the risk strategy with the focus on defining its risk goals and objectives, its risk appetite
and articulating its risk policy.

ERM – NOT JUST FOR INSURANCE COMPANIES (PD-29) 7
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This is a very important step since most companies may have never gone through the exercise of defining the
risk strategy. You will also note that this framework is consistent with the S&P framework and other public stan-
dards such as COSO, Canadian ERM Standard, and the Australian/New Zealand Standard, RM-436. In his

Montreal presentation, Minaz had compared these frameworks and demonstrated that foundationally, all the
frameworks were similar. However, the frameworks have different emphasis. For example, COSO has more em-
phasis on internal controls than the Australian/New Zealand Standard.

So as ABC was embarking on a year-end journey, the company decided to focus significantly in ensuring that
governance structure including the roles, responsibilities and accountability was well defined. They also focused
on defining the risk culture and ensuring that leadership, management and employees were all on the same page.
As we will see later, ABC focused on defining the scope of risk and understanding the gaps in their risk processes.
Finally, the company wanted to ensure that the monitors reported and communicated these risks honestly and ef-
fectively to all stakeholders.

So there is no single ERM definition. The Casualty Actuarial Society defines ERM as the discipline by which
an organization in an industry assesses controls, explores finances and monitors risks from all sources for the pur-
pose of increasing the organization’s short- and long-term value to its stakeholders.

In the PRMIA May 2008 survey, ERM efforts were split 50-50 between operational and financial risk man-
agement. In this particular case, the emphasis was on operational controls. Since the ABC Company had excellent
internal auditing processes and well respected audit teams, the Company decided to leverage on their strengths and
adopt the Institute of Internal Auditors’ definition of ERM which is shown here. The point is that a company
should adopt an ERM definition that they’re comfortable with and which they can aspire to achieve and implement.

In this chart, the ABC Company decided to start with the S&P ratings, weak, adequate, strong and excellent,
but also include internal risk nomenclature for better understanding internal communications. For example, low-
est risks meant that if ABC had excellent ERM practices, then they were managing and mitigating their risks well
and their desire of having low risk would be attained. Each of the boxes was labeled in plain English to ensure that
non-risk professionals also understood the risk concept. In other words, if the S&P rating was excellent, there was
a high likelihood that ABC would have a lower risk profile and in plain language, they would be more secure. ABC
started in the flawed box with the weak rating. This was not a formal S&P rating but an internal rating developed
by ABC based on internal input and with the assistance of their ERM consultants. The idea was to understand
what the hypothetical rating would be if ERM was included in the rating process.

So we’ll review these next slides fairly quickly. The purpose is to illustrate the type of output and analysis that
you can undertake as you implement ERM for a non-financial company. I believe you all have access to the ma-
terial so if you want to take some time, you can read these slides on your own.

This slide summarizes the risk strategy of the ABC Company and specifically, the objectives and goals. You
can see that one of the key objectives was to coordinate and integrate risk activities throughout ABC. This is a very
common objective among non-financial companies since currently risk is usually managed in silos at a business
unit level. The key goal was to improve the rating. As S&P and other rating agencies implement their ERM stan-
dards, this goal will be quite common among non-financial companies.

This slide illustrates the governance structure adopted by ABC to implement and manage ERM. You will
note that a separate year-end committee was set up including the CRO, which was a new position, the President,
the CIO and the CFO. The ERM Committee was accountable to the Audit Committee. It’s common to have
Internal Audit accountable to the Audit Committee. In this case, the common reporting structure assisted in mov-
ing ERM forward. It’s important to remember that different companies will have different risk objectives and dif-
ferent governance structures.

The next two slides address the scope of risks identified at ABC and the related risk processes. We won’t go
into any detail on these slides. Suffice it to say it’s important to realize, as mentioned earlier, the key component
is the articulation of risk policy and risk appetite, this followed by robust risk assessment, that is, identifying en-
terprise wide risks and prioritizing them so they can be managed by the corporate functions and business units.
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The next two slides which again you can read in detail on your own time outline the specific risk process cat-
egories that were identified as having gaps and where action was required. For example, on this slide, the analysis
identified that no formal risk assessments were done which could have potentially resulted in missing the risks al-

together.
As you can see in the review of ABC, as is the case with most enterprises, the gap was the lack of stated risk

objectives, risk appetite and guidelines. A governance structure was also identified as having gaps.
It is important to realize that risk measurement for non-financial companies is not yet well developed. Unlike

financial companies where economic capital is the key metric, we find that non-financial companies focus on qual-
itative analysis with less rigorous quantitative analysis. This can be attributed to lack of historical data and lack of
models that fit neatly to explain operational and strategic risks, the risks that are most important for non-finan-
cial companies.

So the ABC Company after one year of effort is still in the process of implementing its ERM initiative. The
expectation is that it will have done enough over the next year to move to an adequate rating and to be satisfying
the S&P type guidelines.

These next two slides are added to the presentation for completeness. This chart summarizes all potential
risks that non-financial companies may face. It’s important to realize that certain risks are very hard to measure but
they could be an important risk that the company will have to consider. In other words, even if you could not meas-
ure the risk, it may still exist.

Minaz added this slide which was also in his Montreal presentation. This slide was adapted from Ali
Samadcon’s paper on why COSO is flawed. It is important to realize that non-actuaries tend to have a traditional
view of risk. They view high risk on a probability of occurrence is high and the impact is high. From an intuitive
standpoint, this makes a lot of sense, however, it does not make sense for a company to be in a business where their
risk of high probability. Which would also have a high impact. No company would be able to survive this risk or
be able to ensure against such risks. So actuaries call this a ‘phantom risk’. Actuaries working to quantify risks for
financial companies tend to focus on low probability and high impact events so in Menaz’s opinion, it’s very un-
likely that over the next few years, there will be traction on the actuarial view of risk in non-financial companies
due to the lack of data and simple models, and that’s it, thank you very much.

(Applause)

Speaker John Fraser: Let’s try the view clicking, o.k., let’s do some housekeeping, we want to be out of here at
12, is that right? O.k., lunch I think is at 12 and I’ll commit to you that we’ll definitely end this by 12. What I
enjoy in these sessions is Q&A and, I get bored in my own PowerPoint slides. I’m sure you probably get bored lis-
tening to them so I’m going to run through this stuff pretty quickly and my objective really is to generate discus-
sion and the Q&A so we’ll leave at least 15 … about 20 minutes to do some Q&A because I think that’s where
we all can learn from each other rather than me just dump on you.

A couple of things, I just was listening to this presentation and I think I figured out … is anyone from S&P
here? Okay, good. I just think I figured out maybe why we had the problem with the ratings in the subprime, be-
cause ERM, I think most people agree, by definition says not having silos. Yet I just heard their definition is that
if you manage your risk in an organization in separate silos, you’re adequate, so that could explain why their rat-
ing the bonds said they were o.k. when they prove not to be o.k. I’m not sure but it seemed a little bit of a funny
definition to me to say, your ERM is adequate if you’re still doing it in a non-integrated way.

Just to start off, a mention that imagine you were the chief risk officer and you’ve just been newly appointed,
you got your business cards printed, you’re ready to go and your company decides that they got a lot of older folks
would like to retire and they’re gonna give a voluntary retirement program and they give a voluntary retirement
program and on the same day in that year, 20% of your most experienced and knowledgeable workers leave and
the President calls you in and says, Mr. New CRO, I think I’ve got a problem there, 20% of my workforce has just
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gone to play golf and sail in the Mediterranean, what are the risks that I’m faced with and what am I going to do
about it and how many staff do I need to replace them with so we don’t lose the benefit of giving them this early
retirement.

I should mention, we had great surpluses in our pension plans, this is back in 2000, and we were about to do
an IPO which never got done and the strategy was, well, we’ll take the surpluses in the pension plan, give an early
retirement, all the older people will retire and then we’ll have lower ongoing expenses and so I mean this is one of
the early challenges I had. So imagine if you have to do this, you’re called in, 20% of your best people in the com-
pany are leaving, what is the risk profile of that company so that’s kind of … and that’s one of the early challenges
I had in ERM, how do you solve that?

Let’s move through the presentation very quickly. All the slides are there and I’m free if anyone has a question
if you look at them afterwards, you know, after you go home and you go back to …pick up your phone and call
me, I’ll be happy to chat about them so let’s keep going. Very briefly, Hydro-One is a transmission company in
Ontario. It used to be part of the bigger integrated utility, Ontario Hydro, and we’ve got … what will be of in-
terest to you as Actuaries is the fact that we’ve got about 5,000 employees but we’ve got 7,500 pensioners so we
have … you know, from André’s point, we have to spend a lot of time talking about pension risks.

One thing is interesting, we have 1.2 million customers, I know you guys and ladies like numbers so I’m try-
ing to think of any numbers I might be able to come up with. We have 1.2 million customers and we have 1.8
million poles so we actually have more poles so they’re carrying electricity to less customers.

This is a slide I put together just for this presentation because what I’m hoping to do. I’m thrilled to be here,
I’m thrilled to have the opportunity to speak to you because we’re all on this journey with ERM, you’re the only
profession that I’m aware of who’s decided you were gonna take a leadership role and I congratulate you on that
but when I try to look back at all of the organizations and what each is doing with it, this is kind of a scheme that
I came up with and the sense that I get, and you can correct me in the Q&A period, this is a group of people who
are talking in terms of managing risks by broad ranges on various scales and broad ranges and over on the right
there the people like the Australian Standard, COSO, the new draft ISO. ISO has come out with a 31,000
Standards. It’s a draft. I’ve been reviewing it. But way over on the left are the people who like numbers, you like
numbers, I remember doing the audit at Crown Life back in 1976 and they were calculating their actuarial lia-
bilities to 17 decimal places with great pride as to their accuracy, I have no idea what other people do nowadays,
but in 1976, Crown Life had 17 decimal places for their actuarial liability calculations. I thought that was a little
excessive. I’m not a numbers guy.

When S&P started back in 2004 publishing papers on this whole area, they were very mathematically focused
whereas Moody’s came out more towards the broad range scale of things. Now with S&P’s papers, they are mov-
ing definitely towards more, it’s a management decision, it’s strategic, it’s more high level rather than numbers so
just something we can chat about.

This is a quote, I don’t know the gentleman, I don’t mean to offend him but I read it in some literature and
I find it interesting. This is a quote, it was given in October last year, it’s pretty fresh and in Rough Notes Magazine,
it says, “Enterprise risk management is just basic actuarial science which is now being applied in all industries.” I
don’t know how many people believe that. I don’t particularly believe that but I think there are people out there
that do so and if you are still in that mindset, I don’t think you’re going to get far on the journey because I think
ERM is quite different from what anyone has been doing before.

I like the speech by Steven Darcy, the President of Casualty Actuarial Society and he talked about actuaries.
Is that something generally … is that a term that everyone in the room is familiar with, Actuaries of the third kind,
fourth kind? I’m getting some blank stares. Anybody know who Steven Darcy is?

U-M: Yes.
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Speaker Fraser:O.k., one or two people do know, but he was saying that actuaries have gone through some evo-
lution. The first was the life actuaries which were sort of the starters. The second generation was the property and
casualty type actuary. The third were those who got into the investment banking or the investment side of stock

market risk, etcetera. He is now calling Actuaries of the fourth kind those who choose to go down the path in ERM.
So he coined the phrase. I just assumed it was part of all of your language but obviously, it wasn’t.

This is a nice quote I like about not getting into panic about the risk that you know about, when there are
others out there that you don’t know about but should be worried about. And also what you all apparently call
phantom risk, the academics call fat tail risk. Anybody heard of fat tails? That’s fairly common, certainly on the
academic side. That’s what they talk about all the time.

The people that I talk about that are implementing enterprise risk management in your companies, they often
get bogged down because they try to get into too much detail too quickly. They try to create these very complex
methodologies and quickly they find out they’re the only ones who like them. Generally, management don’t like
complex things. They’re simple people trying to get the job done. You make it too complex, you’re not going to
succeed. And the other thing is, a lot of companies and banks are famous for this, they drill down in great detail
into the risk that they’re familiar and comfortable with like credit, like market. They’re now dabbling with oper-
ational risk. They’re still ignoring a whole bunch of other ones and they like to beat stuff to death in detail that
they’re comfortable with and ignore again, quantify they can’t… not comfortable with it, then, they just ignore it
and that’s not ERM.

O.k., very briefly, our ERM at Hydro-One has nothing to do with regulations, Sarbanes-Oxley audits or any-
thing like that. It is very much around good governance. As Standard and Poor says, ERM is a proxy for good man-
agement and we look very much at making sure we have agreed objectives between the Board, Management and
the line and what are we going to do. What are the risks to achieving those things and what are we going to do
about it?

O.k., sorry for the fuzziness of the photo but I found them on the web just before I came here and I thought
it would be helpful. If your job as a CRO or as management is to keep all the balls in the air, all the plates spin-
ning, there’s no point worrying just about one of these in great detail and keep spinning that one when there are
others that need your attention. I found that kind of catching our view of ERM. ERM is worried about all major
risks, not just the ones you happen to be comfortable with.

O.k., if you are in any way involved in ERM and interested in it, you can look at these slides online and go
into more detail. I’m a lazy guy. This was actually a presentation I made to our management team in April 2002.
What I did at that time was take all of the various areas of ERM that the literature then had. Towers Perrin was
one of the early writers on ERM and we used their material. Conference Board was another one, this is back in
late 1998-1999, we took all of the things we felt constituted ERM and then we decided which of those we were
going to implement and report on the progress, so you can see things there like having a policy, having a frame-
work, having a risk committee, common language, etcetera, having champions, champions if you’re a big inter-
national company, if you’re a big life insurance company and you’re all over the world, you better have somebody
in Australia and Hong Kong and England and New York to help coordinate. But we’re a very centralized role, just
in the Province of Ontario, so we don’t have champions, we just kind of do everything centrally. So this was basi-
cally our checklist for what we considered part of ERM and against which we measure our implementation.

These are more at the technique level. Do you have approved risk tolerances? Are you running the workshops
in the actuarial line business? Are you running workshops with the leadership team. Are you using voting software?
We took on Resolver in 2000. We are big fans of it. We liked it because they allowed us to rent it to try it and then
if you didn’t want to use it that lowered your risk. If you did want to use it, then you could use it with a down
payment and buy the package. So we’ve been using it since 2000. We’ve run workshops usually around 15 peo-
ple. But we just ran one for 80 people. The biggest we ran was one for 800 people. It was a big company-wide thing
and they wanted to have everybody participate and we ran a workshop with 800 people so they’re very, very good
for stakeholders and get a team building.
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You’ll hear talk of risk registers, scenario analysis, etcetera, so this is a long list and everything doesn’t have
to be done to do ERM. You can see measurement there. We talk about broad ranges, which is the level we went
to and then you can get into detail matrix if you want to go to 17 decimal places or something lower than just

broad ranges.
Here are some of the other aspects, do you produce a corporate risk profile, this is … we call it the top-10 list

of risks. Every six months, this goes to the Audit Committee and the Board so they know what are the big risks
and our achieving objectives and what’s caused them, what we’re doing about it and then report into the Audit
Committee and the Board.

Every year, I go back to the Audit Committee and I get them to approve, and we’ve been doing this since 2000,
the policy just to make sure and reinforce that they’re supportive of what I’m doing and we refine our risk toler-
ances, send them down to line management. Line management does risk profiles and business plans and that
comes up stream as part of the corporate risk profiles and closes the circle. The whole point of ERM is to make
sure that the Board, the Executive Management and Line Management are on the same song sheet, that’s the
whole objective.

Every year like any other company, we have a business strategy. Out of that, we decide what we will do,
what sort of a big corporate aims. Then we have our business objectives. These are usually eight or ten key things
we want to do to improve customer satisfaction, increase profits, whatever the objectives are. Then you have
KPI’s and it’s interesting because the guy who invented this whole KPI thing, key performance indicators. I’m
working with one of his professors now at Harvard on a case study, I’m going down next month to review it with
her inaugural case study group but he was the guy that apparently invented this whole key performance indica-
tor methodology that’s very popular in management now. The problem with that is it’s often only annual.
Someone in the Resolver workshop this morning said we look at our risk usually three years out, you have to pick
your timeframe, you can’t talk about risk unless you have a timeframe because if I say, what is the risk of an
earthquake in this building, you know, depending whether you pick 1,000 years, 100 years or 10 years, you’re
going to have a different risk profile.

And finally, we come up with our risk tolerances. These are … I’ll show you an example of these very shortly;
let’s keep going because I want to stop in five minutes. O.k. actually, that’s a good place to stop, right there on the
left, strategic planning, business objectives, our company always did those things for 100 years. Over on the right,
we’re an asset management company, we have something like 15 billion dollars of assets, the lines and the towers,
the highways, they’re ours and we have to build new ones and repair the old ones and so we’re very much like that
and they have always been … annual budgets and business plans are presented to the Board.

What ERM does is fill in the gap between those two starting with the policy and framework. We agreed on
corporate risk tolerances, what are the things that we can tolerate or not tolerate and we put that on a five-point
scale and we talk a bit more about that. That goes into our asset planning because all of our assets, all the money,
the billion dollars we spend every year is determined by our engineers using our corporate risk tolerances to de-
termine what is tolerable or not tolerable and we prioritize on a great big database when we’re going to train peo-
ple, build something new, repair something, add more trucks to our fleet. All the money we spend is decided on
a risk basis from going through this risk input filter.

We run a lot of risk workshops too. We used to run 40 or 50 a year, That’s how we communicated and we
got the message out to everyone. We put all of management and several layers down through these risk workshops
so they can really understand and have a common agreement on what was tolerable or intolerable. We come with
our corporate risk profile that goes into the business plans, we do a lot of scanning of future things. What are the
things that are happening out in the future that could impact us? Our whole ERM is very much forward looking
because we define risk as uncertainty. What could change in the future that we don’t know about apparently? That
goes through to the Audit and Finance Committee.

So that’s just a very brief schematic, we spent a lot of time on that.
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So this is what we call the risk tolerance sheet. Risk tolerance in its true definition includes not only the im-
pact but also the rate of return for that risk and how frequently it happens. We simplify it by removing the rate of
return and frequency and just talk in terms of, in the next three years, what impact could certain resources have

on us. And our actual full sheet probably has about 20 rows financial objectives in terms of our net income for a
year. Our real one or our full one would have on three different tolerances: one around our credit rating, the fact
that that could be reduced, also the long term degrading of our equity. But the point is, we have this five-point
scale and this is used for determining how we spend money. This is determining when we do a risk workshop, peo-
ple vote in accordance with this so everyone has the same criteria by which to vote. If I run a workshop, I just ask
people to say something, is it high or low, they’ll have their own definition. Here, they have to be able to point to
a particular square as to why they voted the way they did. So these are very, very integral and this is probably the
key document in their whole schema because it requires senior management and the Board to agree ahead of time
on what’s tolerable, intolerable, how big the impact, etcetera.

This is really the guts of our whole system because our engineers can plan. When we get into our environ-
mental objectives, one of our roles, we’ll talk about whether a spill is onsite or offsite and howmuch oil being spilled
would constitute an intolerable risk, etcetera, and so it’s all spelled out in advance and every year, we refresh it and
go forward. We used to call it catastrophic but we found that term wasn’t always really workable for us so we now
call it worst case, minor, a 1 or a 2, we consider tolerable on our tolerances. A 3, 4 or 5, if you are aware as man-
agement of a resource that could have that type of impact, it’s your responsibility to declare it and get the neces-
sary resources to move it down to a 2 or a 1 and that’s how the company operates.

Who was in the Resolver Session this morning? A sprinkling, o.k., you missed a really good session. Maybe
they’ll repeat it sometime, so you all can just check your Blackberries if you want to know the rest. We use Resolver
equipment for all the various sources of risk in our workshops. We prioritize and then on a particular day we will
run for maybe eight or ten key risks and often the initial vote will come up bimodal and say, there’s a whole bunch
of people that think of a particular risk, let’s say it’s a oil spill of x gallons out of a truck or into the waterway and
the first vote, there will be a whole bunch of people that will vote, say, a 5 and a whole bunch will say maybe only
a 2. We then discuss that and the real beauty and magic of workshops is that discussion, why did some people vote
5, why some, 2, why do you think your neighbour voted a 5 and that clarifies the definitions, gets everyone un-
derstanding. They come out of these workshops telling us it’s like magic.

I used to worry about this risk, I used to worry about pension risk, you know, and now that I hear what
they’re doing about it, I don’t worry anymore. Or, gee, I didn’t realize you had a risk that, you know, of pandemics,
etcetera, and people get that common sharing of what’s important or not important. So then we revote, it’s called
the Delphi method. We do iterative voting and it just tells you how many people voted. Sometimes, we will get
this vote on the very first vote. If you have ever been in a discussion with someone including your family mem-
bers and you pretty well think you’re in agreement but you still spend 60 … you know, 30 minutes discussing it,
this removes that. If in a first vote, we get this kind of agreement, we will move right on and it’s a very, very effi-
cient way of having the stakeholders in groups.

O.k., you’ve seen these charts many times. The only thing I would mention in this is a lot of risks are injury
related so for us, in our company. Any from Ontario? O.k., about half of you are from Ontario, so you know we
got some electricity problems there, looming.The electricity supply, the Government and the regulator all intertwine.
We can’t build because the regulator wouldn’t give us some money, and so forth, but they’re all interrelated so when
we do these risk workshops and profiles and talk about risks, it’s very much in light of the interrelationship of those.
And then the other aspect we do is we show how good the controls are in the circle so if there is nothing more that
can be done to improve the situation of particular risk, we’ve done everything we can about it, like pensions, that
would have a great big circle, green is probably our pension risk because we’ve had the actuaries in. They cut it and
slice and dice it. We think it’s as well controlled as it can be, something else might be a smaller circle.

This is a chart to do with our risk profile. We usually present it with the top ten risks, this is one from back
in 2001. I don’t want to lose my job if I had given you a current one. And we also try and show the risk transit. Is
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it going up, is it going down? And behind this thing, there’s usually a half-page describing what’s causing the risk,
what we’re doing about it and what business impacts. For example, say if you have a lousy safety record, people
may not want to join us and we wouldn’t have the labour force we deserve or need.

I use this, for example, every year, I go and I give a two-hour session at the Police College in Ottawa. Mostly
police services in Canada are basically trying to implement ERM. This is people like RCMP, Ontario Provincial
Police, etcetera, and I go and give a two-hour session, so we go into a lot of details about this, how you spend money
because they’ve got these same challenges, right? They’ve got a certain budget, do they train their people, do they
buy new vehicles? Where do they spend their money? So I use a sort of domestic situation of how you’re going to
spend your money repairing your roof or sending your kids to college.

We’ve talked about this and you saw in the session that someone has pointed out that COSO ignores the fat
tail events which are remote and worst case. For each business objective, we have this. It’s a filter to decide how we
spend money. If it can happen more frequently, greater probability and a certain impact, then it’s considered in-
tolerable. If it would cause a death of an employee or a member of the public, it would fall into this red category
and has to be fixed, no questions asked. Then it gets sorted to the top of the sheet. Go to the next sheet, this is a
little model. Imagine all the ways we can spend money in our company. Our big database that we sort based on,
the risk and the money to be spent to fix it and then we calculate how much risk we can reduce per dollar spent
and that ends up as being the rightmost column. You can see bang for the buck, the red zone from the previous
page if it’s something that has to be fixed, they get attention and then we prioritize until we run out of money to
achieve our objectives for that year.

Very simple model, we could spend two years on this. Everybody loves it. We had people from Russia who
came recently and they were in love with it because they said in Russia … any Russians here? O.k., I don’t want
to offend anyone but they said that currently, they buy you know, if the brother-in-law, the person agent in the
company, sells transformers, guess what, they buy a lot of transformers and this gave them a more structured, fair
and risk-based approach to spending their money.

I just wanted to comment, if you go for the questions that Standard and Poor has come up with, you’ll see
they’re pretty strategic-type things. You know, is there a statement of risk tolerance, how does the company deal
with each major risk and so right down to the contingency plans but it’s pretty high level strategic and manage-
ment focused.

So, sorry to rush through that quickly but in fact, I didn’t leave as much time for questions but I would love
to have some questions for me or the rest of the presenters.

U-M: In the red intolerable zone that you had on the nine square matrix, do you have an actual population in there
every time you do a risk profile, do you force items in there?

Speaker Fraser:No, if there’s a source of risk that the group of engineers, remember, we’ve got lots of engineers in
our company and they determine that a particular … let’s say an oil spill, could happen more with the probability
that could happen in a time period we specified is greater than a certain percentage, let’s say greater than 50% and
the impacts could be, let’s say a 4 or a 5, then, we have to take action to fix that so that goes to the top of our …

U-M: Have you ever had a period of two or three years when you had nothing in the red zone?

Speaker Fraser: No, not that I’m aware of.

U-M: Can you ever expect to get there, and where do they come from after you took care of them?

Speaker Fraser: The engineers keep lots of databases for the history of transformers blowing up, you know, peo-
ple getting electrocuted, whatever it is, and based on this, they use those models to extrapolate their probabilities.

14 LA GRE – UTILE DANS D'AUTRES SECTEURS QUE LES ASSURANCES (TR-29)

Vol. XXXIX, Nº.2, juin 2008 DÉLIBÉRATIONS DE L’INSTITUT CANADIEN DES ACTUAIRES



U-M:O.k., so but it’s at least theoretically possible that you could go two or three years with nothing in the red zone.

Speaker Fraser: Yes.

U-M: O.k.

Speaker Fraser: Absolutely.

U-M: Yet, it hasn’t happened.

Speaker Fraser: No, not to the best of my knowledge, I’m not in all of the workshops.

U-F: Can you speak more about the risk workshops, how you decide who will come, you spoke of having many
of them, how do you divy them up?

Speaker Fraser: O.k., yeah, great question. The success of the workshop depends on having the right people in
the room so we run risk workshops on three types of basis. One is, let’s call it the division, the subsidiaries, the de-
partment and they do that for business planning purposes so they as a team have common agreement. We also run
it for major projects, for example, we are now spending 500 million dollars to put in smart meters into every
home in Ontario. O.k., one by two million meters we have to have installed by 2010. There’s a lot of risk to that.
It’s new technologies. It’s never been done before. We’re the leaders in the world in doing this. So we will run risk
workshops on that project with all the key people. So we run it for big projects and we also run it on a risk basis.
We’ll run one just on environmental risk or just on a particular type of risk. And they were ones that I ran initially
with our leadership team, every month. I would run a workshop for the President and his senior team on a dif-
ferent risk. Could have the risk expert, the environmental guy or lady or whatever in the room and we would have
them discuss the risk. When we started, the deviation on their views was dramatic. Environmental was the worst
thing we faced, thought of as consequential and the one thing that ERM does, it brings the whole management
team together and understanding it so when they speak to investment bankers, when they talk to our rating agen-
cies, whoever they’re talking to, they understand. They’ll say, that’s no.9 in our scale and so forth. But having the
right people in the people in the room, we aim, 15 is a good workable number, you can go down. We say there
are about eight, ten, below that, we probably wouldn’t actually to do a formal workshop we’d just have a huddle.

U-M: My question is both for André and John and relates to the tradeoffs between types of risk and whether or
not we’re truly effective in overcoming some of the silos between people with various types of expertise in differ-
ent types of risk. The question arises out of André’s comment that rather than—this relates to pensions, pension
plans—and in dealing with longevity risk, you mentioned obviously purchase of annuities is one form but also the
use of swaps and having a counterparty that would take the variable cash flows as opposed to fixed cash flows. To
what extent do the counterparties in that type of situation, to what extent the counterparties understand the na-
ture of longevity risk? And on the flip side, to what extent do the people who are giving off the longevity risk un-
derstand the nature of the tradeoff of credit risk that is being taken on in lieu of the longevity risk? I don’t know
if I’ve articulated that well but if you can respond and I’ll clarify if needed.

Moderator Choquet: Yeah, very good questions, I’ve been asking myself exactly the same questions, in terms of
the counterparty that takes on like the variable side. I’m thinking about the Pension Corporation situation in the
UK. I mean they might be willing to take that on because, and if they’re really sophisticated in risk analysis, they
might have a risk to offset on the other side. Insurance companies are well placed on that front. I mean because
there’s, for insurance product, people dying too early is a big risk but for annuity products, it’s the opposite, peo-
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ple living longer is a big risk. So there’s a potential reality of integrating those risks . So for those swap transactions,
there could be a situation like that, institutions taking on the risk are maybe able to mix the risks together but I’m
not confident that that’s the case. I mean, I think you’re right, there might be an issue of some parties taking on

risks that they’re not fully knowledgeable about then and on the other side, you’re right about the party, the pen-
sion plan sponsor, trying to shed or hedge that risk, taking on another risk being a credit risk or if the corporation
fails, then are they eventually still liable for the payment of those pension payments. And that’s why the regula-
tors are a bit iffy about this. In Canada, we’re more conservative on this side. Our regulators, than in the UK. It
remains to be seen how it will develop.

Speaker Fraser:I think it’s a great question and unfortunately there weren’t enough people asking that before the
sub-prime NAC asset-backed commercial paper problems in Canada because they just assumed that these insur-
ers would have deep pockets and obviously they didn’t. So I mean the key in any business, you have to understand
your risks and there weren’t enough people who did obviously.

Moderator Choquet: I have a question for you, John. …

Speaker Fraser: Sure.

Moderator Choquet:… about the credit rating agency actually and I’m just wondering if there’s a danger that,
with credit rating agency that’s giving their stamp of approvals on ERM frameworks, they’re being adequate or ex-
cellent, is that a rating that will become stale and over time and especially that, ERM seems to be such a moving
process, is there a danger that corporations will get a rating and then …?

Speaker Fraser:Well, I’m a student of the English language and I just feel a little bit nervous on the use of a word
like ‘adequate’ to describe something and my definition isn’t adequate. If they use a definition like ‘evolving’ or ‘try-
ing hard’ or, you know, ‘almost there’, but it puts a stamp saying somebody is adequate when by definition, they’re
not even trying. But people will understand these things by what they mean, how many people know what a B
minus or triple A rating means unless you’re dealing with that all the time. So it will become part of the language
and it has to be proven. They have to prove themselves but it certainly will drive a lot of management.

Jean-Yves Rioux:My name is Jean-Yves Rioux. I have a comment more than a question. I was quite happy to see
that in your presentation, John, you talk about common language and I think this is very important and not many
people discuss it. They may be thinking about it but discuss it when they talk about the ERM framework and I
think this is quite key because you want to involve, if not all, very many people from various professions in the
company to think about risk. From underwriters, they need to understand that they’re putting the company at risk
in some situations as well as everybody at all levels. Educating the Board is also good, but it’s even worse when you
were talking about financial risks. What do you mean by market risk, do you include exchange rights, like, we
would normally but would the Board understand that if you’re talking about market risks, that you put in this cat-
egory? So, just to put a framework around the risk and a common way of thinking and if you delve into ques-
tionnaires, everybody has to understand the same thing from the questions. So I think it’s quite important and
should be outlined.

Speaker Fraser:We try not to use those types of categories because somebody gives a loan in a financial institu-
tion, the security is a marketable security and somebody in the back office doesn’t follow up and get the money back
before the collateral goes down the tube. Was that a credit risk, a market risk and does it really matter, you’ve lost
your money? So putting things in categories, I don’t think really helps a whole lot because at the end of the day, you’ve
got to look through it, and as this gentleman said, what is your risk and are you managing it. But I agree and that’s
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where I think we need to get better, that’s why I think Standard and Poor says, it’s a proxy for good management
because if you have a company that people aren’t talking to each other, the underwriters out giving low ratings. I
worked for Nucor Credit Group and I don’t want to say too much but let’s just say they had competing objectives

between the salesman trying to push the product out the door and the people trying to collect the debts in the
background. There were different reward schemes. Well, probably one more question before we break for lunch?

U-M: I have a question, John, before everybody goes, and it has to do with … well, in the previous session, we did
a little risk assessment for those who weren’t there and talked about the risk that the CIA is facing and our desire
as a profession to get involved in the ERM field. What would be your advice as a chartered accountant who’s been
successful at creating the ERM framework at Hydro-One, what would be your advice?

Speaker Fraser: First of all, I applaud them. I applaud you for having this strategic goal. You’re the only profes-
sion that I’m aware of that does. Other people are in it but not as a profession, not the way you stated it that you
want to go there. If you didn’t have it as a stated goal, you wouldn’t have a risk of failure. If you said, let’s ignore
ERM, let’s do what we’ve done historically, your probability of failure would be zero. But you’ve set a high target,
you’ve set a high goal which means you may or may not achieve it. The other thing to remember is that not every-
one is going to like this type of work, o.k? In my line of work, you need three people to make ERM successful You
need a champion, you need someone who’s going to break down doors and make it happen and you have to de-
cide who’s going to do that in your organization, you need someone who is very, very likeable, by the way, I’m the
first guy, I’m not the likeable one. The second guy is somebody who is very, very likeable and is approachable and
he’s good at facilitating workshops and everybody’s comfortable discussing these issues. You need that person for
running all these workshops. And then you need analytical skills, someone to take lots of data and make that
meaningful in whatever form and you need all three of those, in my opinion, to make ERM successful. If you take
a charming facilitator and say, run a lot of numbers, they’re not going to be very good at it. If you take someone
who’s not comfortable with facilitation and say go and run workshops, they prefer to go to the dentist. So you’ve
got to have the right mix in the group to be successful.

Moderator Choquet: Well, on this note, I would like to thank our speakers, John and Nathan, and Nathan, I
guess you’ll keep your diploma and actually maybe you’ll be the next champion of ERM for the CIA so good luck
with that. And to everybody else, well, we wish you a good stay in Quebec City if you’re staying here or a good
flight back home. Thank you for attending.

(Applause)
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